THE JOURNAL 


POLITICAL ECONOMY 


VoLUME 22 November 1914 NUMBER 9 


THE WORK OF RURAL ORGANIZATION 


The purpose of this paper is to point out the need that now 
exists for a better organization of rural interests and the difficulties 
that must be overcome before that need can be fully met. 

One of those movements which thinking men of every genera- 
tion have regretted is that which is known as the rural exodus. A 
little discrimination, however, will convince anyone that such an 
exodus has its favorable as well as its unfavorable side. Agricul- 
ture is limited by space or superficial area. After an agricultural 
region has once become settled, with all the land in cultivation, and 
with enough labor employed on it to cultivate it somewhere beyond 
the point of diminishiwg returns, it must do one of three things: 
First, it may limit its birth-rate and keep the population stationary. 
France is an example. Secondly, it may increase the intensity of 
its cultivation, getting continually smaller products per man, 
though increasing the product per acre. Parts of Italy and Japan 
are examples. Thirdly, its surplus rural population may migrate 
either to new agricultural regions or to cities. Rural America is 
an example. Among these three possibilities, the last named 
probably has the fewest objections. 

While a normal and healthy rural community will, in all proba- 
bility, swarm, or send its surplus people elsewhere, it is always to 
be hoped that it will retain its fair share of ability and talent. 
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Otherwise it must deteriorate as its stock deteriorates. It is the 
belief of many observers that our rural communities have not 
retained their fair share of talent, but have sent an undue share to 
build up the cities. This is the one aspect of the problem which 
should give us concern. It should be studied in a sensible way, 
and treated constructively. It cannot be said that this has been 
done with many of the proposals which have recently been 
made. 

If we were distressed to find that water was flowing from one 
lake into another, we should not think it a very wise plan to try 
to pump some of it back into the upper lake. That would only 
accelerate the flow downward again. We should try rather to 
prevent the flow downward. For a long time many people have 
been distressed to find that population is moving from the country 
districts to the cities and towns. It bas occurred to some of them 
that the thing to do is to colonize city people in the country. This 
plan is just about as wise as that of pumping water back from the 
lower into the upper lake. It would only accelerate the movement 
cityward. It ought not take a very wise man to see that it would 
be wiser to find out why the people are moving cityward and then, 
if possible, remove the cause. 

One reason undoubtedly is that, for some years at least, the 
rewards of labor have been higher in the cities than in the country. 
That which we now call the rising cost of living is partly a move- 
ment toward an equilibrium; that is, toward a condition where the 
rewards of industry are approximately as great in the country as 
in the city. When the farmers are enabled to get a little higher 
price still for their products we may expect that the equilibrium 
will be reached. 

There is another reason, perhaps still more important, why 
country people move to the city. Some of the most prosperous of 
the country people do not find in the country the means of social, 
intellectual, and aesthetic satisfaction which their prosperity 
enables them to afford. They find them in somewhat greater 
measure in the towns and, since they can afford to do so, they retire 
from the farms to the towns. This movement of prosperous people 
from the farms to the towns will never be stopped until the country 
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offers as great attractions as the towns. Until this is done, the 
faster farmers become prosperous enough to afford to retire to the 
towns the faster they will retire. 

Another reason why country people move to cities is that some 
of them have not been trained to see and appreciate the real satis- 
faction which country life affords. People who think that an 
electric sign is more beautiful than a sunset, that shop windows are 
more beautiful than grass and trees and flowers, that crowded 
streets are more beautiful than open fields, that one of our modern 
plays, most of which are written by men who mistake neurosis for 
mentality, is more beautiful than an outdoor pageant will probably 
continue to go to the cities. Well, the country will be well rid 
of them. 

There are two things above all others which need to be done: 
The rewards of labor, abstinence, and enterprise in the country 
must be still further increased, and more of the adornments and 
embellishments of life must be made available for country people. 
In order to increase the farmers’ income we must spread scientific 
information more effectively, we must have better methods of 
marketing, of purchasing farm supplies, and of financing the 
farmers’ business enterprises. In order to increase the adornments 
and embellishments of life in the country, we must have better 
schools, better sanitation, better recreation, and more general 
beautification of the countryside. These are all essential parts of 
a constructive rural program. Every item in that program calls 
for organization. 

First in order is the problem of increasing farm production. 
The glib urbanite who tries to cure the rural community by the 
method of absent treatment is always ready with his favorite pre- 
scription of intensive cultivation. During the closing years of the 
last century England was suffering from an agricultural depression. 
In 1897 a parliamentary commission was conducting inquiries into 
the state of agriculture and the reasons therefor. A great deal had 
been said about intensive agriculture and the increase of crop 
yields as an offset to the low prices which products were bringing. 
The sublime intelligences which set forth this theory did not seem 
to be blest with even a sense of humor. Otherwise they would have 
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seen the absurdity of trying to increase the supply of farm products 
as a remedy for low prices. 

Sir John Lawes, probably the greatest promoter of agricultural 
science in modern times, was called before the commission and was 
able to prove conclusively that, as you increase your yield beyond 
a moderate amount, each bushel added to the yield costs you more 
and more and that the last bushel so added always costs you more 
than any of the others. He also showed that when prices are 
low the individual farmer must reduce rather than increase his 
yield, because under such intensive cultivation as will force a high 
yield the last bushels would then be produced at a loss. Nothing 
but high prices will justify the farmer in trying to force a high yield 
from each acre cultivated, since, as Sir John Lawes clearly showed, 
the extra bushels added to make the high yield are always produced 
at an extra cost. 

Not only does it take an increased cost to increase the yield per 
acre, but, normally, an increased acreage involves increased cost. 
Land differs in its productivity, and the cost of production per 
bushel is greater on one acre than on another. When prices are 
low it pays to cultivate only the better acres, or those on which the 
cost of production can be kept below the price at which the product 
will sell. But when prices rise, it then pays to cultivate inferior 
acres, and it pays under no other conditions whatsoever. 

Here we have, therefore, one of the most important laws of. 
agricultural economics. As prices fall, not only must the farmer 
reduce his yield per acre, but he must reduce his acreage, if he 
would avoid bankruptcy. He must reduce his yield per acre to the 
point where the last bushel forced from the soil costs no more than 
the price which he gets for it; and he must reduce his acreage, 
keeping the better acres in cultivation and rejecting the poorer, to 
the point where the poorest acre cultivated can be made to yield 
some bushels at a cost no greater than the price which they will 
bring. 

When farmers generally do this, and they who do not will 
speedily be eliminated through bankruptcy, the result is not only 
a reduction in the yield per acre throughout the country, but also 
a reduction in the acreage in all old and well-settled communities. 
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New communities, where there is virgin land to be had for the ask- 
ing, may still attract settlers. In fact, the presence of vast areas 
of this virgin land, rapidly settled and reduced to cultivation, has 
been, during the last half of the nineteenth century, a cause of the 
low price of farm products. The settlers were not farming for 
profit, but farming to make a living. Their profit came through 
a rise in the value of the land which cost them nothing. This 
frontier condition, however, we must now begin to regard as tem- 
porary and abnormal. We must henceforth base our calculations 
and our agricultural policy on the permanent and normal conditions 
of old settled communities. 

Inquiries made by Secretary Houston show that, even within 
the humid belt, only a fraction of the tillable land is under cultiva- 
tion, and of that which is under cultivation only a fraction is yield- 
ing satisfactory returns. This is easily explained by the fact of 
low prices for farm products in the past—low prices which were due 
in large part to the rapid settlement of virgin land, together with 
the economic law just explained. Prices have been so low that 
farmers did not find it profitable to try to force a high yield per 
acre, which, as shown above, involved high cost of production. 
Moreover, they have found it profitable only to cultivate the more 
productive acres or the acres where the cost of cultivation was 
lowest, leaving the less productive acres untilled. 

Now that prices are rising we may expect these conditions to 
be cured automatically, provided hindrances be removed and pro- 
vided time be given. The habits of fifty years cannot be quickly 
changed by any farming community. As prices rise, however, not 
only can each farmer afford to cultivate his land more intensively, 
thus forcing a larger product per acre, but acres which were formerly 
unprofitable will become profitable to cultivate. 

Several difficulties will retard progress in this direction. In the 
first place, the scarcity of good farmers is a hindrance. Perhaps it 
ought to have been mentioned earlier in this discussion that not 
only does land differ in productivity, but farmers as well. The 
effect of low prices is not only to force the poorer acres out of cul- 
tivation, but also to force the poorer farmers out of business. Only 
the men who can produce at lowest cost will remain in the business. 
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If, when things start upward, the supply of good farmers is scarce, 
prices must rise until poor farmers can succeed before agricultural 
production can expand very rapidly. 

In the second place, in order that the farmers of the present may 
expand their operations, both by cultivating their land more inten- 
sively and by cultivating lands which were formerly unprofitable, 
and in order that new farmers who could not succeed before may 
now succeed in the business, the cost of farm supplies must be kept 
down. If everything which the farmer has to buy rises in price 
as much as what he has to sell, his cost of production rises as much 
as his gross income, and he makes no more profit than before. It is 
therefore of the utmost importance that the farmers be encouraged 
to buy at least the raw materials of their business at wholesale 
rather than retail. By the raw material of farming is meant such 
things as machinery and tools, fertilizers, seed, lumber and building 
materials, and fuel. Any organization which attempts to exploit 
farmers in these fields, and to add to the cost of these materials, 
adds to the cost of producing crops. This has the same effect on 
the depression of agriculture as does a fall in the prices of farm 
products. 

Since capital is coming to play such an important réle in agri- 
culture, the cost of credit is coming to be an important factor in 
the cost of growing crops. This, again, affects agricultural expan- 
sion precisely as does the price of farm products. That is to say, 
poor credit facilities and a high interest rate will depress agricul- 
tural production as surely as will a fall in the price of farm products. 
On the other hand, good credit facilities with a low interest rate 
will stimulate agricultural production as surely as will a rise in the 
prices of farm crops. The poor credit facilities and high interest 
rates of the present time must be regarded as a third obstacle to the 
proper expansion of our agricultural production, helping to counter- 
act the stimulating effect of high prices. 

How can a farmer possibly get credit on easy terms unless he 
has a good basis for credit? This question is asked more frequently 
than any other by skeptics on the subject of rural credit. Of 
course, there is only one answer: He cannot. But it is too often 
assumed by people who pride themselves on their hard-headedness, 
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and who fail to distinguish between hardness and impenetrability, 
that the only good basis for credit is property or collateral. Real 
financiers have always seen deeper than this, but many of the rank 
and file of those who deal in securities, credits, and collateral are 
not financiers of any kind, either great or small, though they 
imagine that they are. They are sometimes unable to see beyond 
the things which clutter their desks and fill their pigeonhoies. To 
such men the suggestion that character may be a satisfactory basis 
for credit doubtless seems rather humorous. 

The suggestion loses its humorous quality when we consider its 
fundamental importance. Unless honesty is, or can be made, an 
advantage in business, honest men cannot generally win against 
rogues in business competition. The result will be that rogues can 
never be eliminated from business. It is difficult to see how honesty 
can have greater advantage over dishonesty anywhere than in 
the field of credit. Unless the honest man can secure credit on 
easier terms than a dishonest man, where does honesty pay? Of 
course, men ought to be honest, whether it pays or not, but this 
kind of a preachment is not going to eliminate dishonest men from 
business. So far as collateral is concerned, a rogue may have it as 
well as a saint. 

The possibility of making character a basis for credit is of 
peculiar and vital importance to our agricultural development. 
The men upon whom we must depend for the future expansion of 
our agricultural production have not much else. The well-to-do 
farmer, who has already accumulated a considerable fund of prop- 
erty, is not the farmer who is likely to clear and reclaim new land, 
and bring under cultivation the vast area of tillable land both east 
and west, north and south, which is still untilled. This gigantic 
task will be performed, if at all, by young men who have little 
except their hands and their pluck and determination. Such were 
the men who reclaimed and subjugated the lands now tilled, and 
such will be the men who reclaim and subjugate the lands still 
untilled. Such were the men who built the rural homes in which 
the best of our present population was nurtured, and such will be 
the men who build the rural homes in which the best of our future 
population will be nurtured. It is through such men that our 





828 JOURNAL OF POLITICAL ECONOMY 


financial interests must work if they are to be of the greatest use 
to the agriculture and the rural civilization of the future. 

The farmer who is to cultivate the present untilled area has one 
problem to face which did not worry the pioneer farmer of the past, 
though the pioneer farmer had a good many problems which the 
farmer of the future will not have; that is the problem of supplying 
himself with capital. Most of the land upon which a farmer could 
begin growing crops without a considerable preliminary expenditure 
of capital has already been brought under cultivation. That which 
remains requires such an investment as pretty generally to exclude 
the home-seeker who has nothing but his own labor to invest. 
Unless some method can be found which will enable him to supply 
himself with the necessary capital, farming will cease to be an 
opportunity for the home-seeker in America. 

So generally is this fact understood that some students of the 
problem have concluded that the day of the small farmer is ended, 
and that hereafter we must depend upon the large capitalist farmer 
or the farming corporation. That would be a pity. Where the 
two have equal opportunities, the small or middle-sized farmer has 
always beaten the big farmer and the farming corporation in com- 
petition. There are only two conditions under which the big 
capitalistic farmer has won out. The first is where he has had a 
large supply of cheap labor, such as slaves, or gangs of coolie 
laborers, which he could direct and control. The independent small 
farmer who works with his own hands has then found himself com- 
pelled to compete with those cheap laborers, and he has had “a 
hard row to hoe.’’ The other condition is where the big farmer, 
or the farming corporation, has had some advantage in bargaining 
over the small farmer. If he can buy his supplies to better advan- 
tage, if he can secure capital on more favorable terms, if he can sell 
his produce to better advantage, he may succeed in competition 
with the small farmer. But when it comes to the real work of 
production, as distinct from bargaining—that is, as distinct from 
hiring labor, borrowing capital, buying supplies, or selling produce— 
the small farmer can beat the big farmer and eventually run him 
out of business. That is to say, as a producer the small farmer has 
no equal; as a bargainer he is often at a disadvantage. 
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From the standpoint of the statesman, efficient production is 
more important than efficient bargaining. Something should be 
done, therefore, to put the small farmer, who has proved to be the 
most efficient producer, on an even footing, as respects bargaining, 
with the large farmer. If that can be done we shall enable the 
small farmer to flourish, and through him we shall have the most 
efficient agricultural production possible. 

One of the best ways to begin is to find some plan which will 
enable the small farmer to borrow capital on terms approximately 
as easy as those which the big farmer can secure. If the small 
farmer lacks both character and collateral, it is difficult to see how 
anything can be done for him. But if he possesses character, there 
is a way out of the difficulty. 

By character is meant possession of such economic virtues as 
industry, frugality, sobriety, forethought, and honesty. Let us 
suppose that a certain farmer, Jones by name, possesses these vir- 
tues—that he is willing to work and to save, that he is sober and 
forehanded, and that he will always pay his debts if he can possibly 
raise the money. But there’s the rub; can he raise the money to 
pay a debt when it is due? If he can, it is safe to lend him. If 
he cannot, it is unsafe, no matter how honest he may be. 

Here is where the banker may come in and amply justify his 
existence. It is not enough that he sit in his office and scrutinize 
the security and collateral of would-be borrowers. That is the job 
of a cashier, or someone without discretion who must follow fixed 
rules. It is the banker’s job to see that the money which Jones 
borrows is so used as to provide the borrower pretty surely with the 
money with which to pay his debt when it isdue. By this is meant 
that the banker’s function is to finance productive enterprises, and 
his first qualification is the ability to decide what is and what is not 
a productive enterprise. That is what a good investor is. The 
banker, especially the country banker, ought to be a good judge of 
investments. There may be room for a finer differentiation of 
functions in a city, where some bankers may be financiers, and 
others mere custodians of funds, to receive deposits on the one 
hand and lend them out on good security on the other. But a 
country banker must be both. 
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Now, if our country banker is a good financier, that is, a good 
judge of investments—one who can tell what enterprises are likely 
to succeed and what are not—he can be of great service to Jones. 
That is where Jones is weak. He has probably had little training 
or experience in that direction. His expertness lies in other fields. 
He may be an excellent judge of live stock, a good hand at growing 
corn, cotton, or wheat, but he has not—more’s the pity—been 
trained in the keeping of cost accounts. His investments are there- 
fore largely guesswork. He thinks that he would like to have this 
or that—a pure-bred bull, a few dairy cows, some brood sows, a 
silo, some tile for the drainage of his land, a new barn, etc. If he 
could get the money he would have them. But it is hazardous to 
spend good money for things which one only guesses may pay. It 
is, therefore, hazardous to lend money for such a purpose. 

Now, if the banker, with his expertness in the matter of invest- 
ments, could form an alliance with Jones, with his expertness as a 
grower of crops, we should have an ideal arrangement. The banker 
should have studied for years the investments of hundreds of 
farmers in all the surrounding country. He ought, therefore, to 
have pretty clear ideas as to whether a silo will be money in Jones’s 
pocket or not, whether a pure-bred bull, or a herd of dairy cows, 
will provide Jones with enough money to enable him to pay back 
a loan, and leave him a profit besides. If so, it is safe to lend him 
the money. Being honest, Jones will pay his debt if he can pos- 
sibly raise the money. The purpose for which he borrowed the 
money being a profitable one, he will have the money. And there 
you are. 

It is, of course, much easier for a banker to sit in his office and 
scrutinize the notes offered, their security, or the collateral on 
which they are based. It is a much harder job to estimate Jones’s 
character, and to determine whether it will pay Jones to borrow or 
not. Character is not self-registering. Therefore it requires judg- 
ment and discretion on the part of the lender if character is to be 
made a basis for credit. But while this job is harder, it is infinitely 
better worth doing. Besides, the banker who performs this func- 
tion will be an active builder of agricultural prosperity in his com- 
munity. In the end it will add to the prosperity of bankers 
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because of the increased volume of business, and the greater wealth 
and prosperity of the entire community. After all, that is what 
banks exist for. Agriculture does not exist for the support of banks. 
Banks exist for the support of agriculture and other industries. 

Bankers owe it as a duty to the country to see that the capital 
which they control gets into the hands of those who can make the 
best and most productive use of it, and that it is used for productive 
rather than for unproductive purposes. Suppose that on an irri- 
gation project water were used on poor lands, where it would not 
produce much, merely because the owners were able to pay for it, 
while good and highly productive lands were deprived of water. 
That would clearly be a waste of good water. The total produc- 
tivity of the project would be increased if the water were put where 
it would produce the most, that is, where the land would respond 
most abundantly. It would be an equally bad waste of water if a 
poor farmer were permitted to use a quantity, merely because he 
were willing to purchase it, thus depriving some better farmer who 
could produce more with it. Again, it would be a waste of good 
water if it were allowed to be used in the irrigation of crops which 
didn’t pay, while highly profitable crops were suffering for water. 

It is similarly a waste of good capital to allow it to be used by 
less-productive men when more-productive men might use it, or for 
a less-productive purpose when it might be used for more-productive 
purposes. The productivity of the would-be borrower does not 
always depend upon the amount of tangible property or collateral 
he can put up as security, nor does the productivity of the purpose 
for which he wishes to use the borrowed capital depend upon that 
kind of security. In order to secure the maximum economy of 
capital, which is the banker’s function, he must, therefore, look 
beyond the tangible security and scrutinize the character of the 
borrower and the purpose for which he wishes to borrow. 

The banker who secures an economic use of the capital which he 
controls is one of the most productive members of his community, 
contributing largely to its prosperity. The banker who does not 
secure an economic use of capital is a parasite, living off the com- 
munity and contributing nothing to its prosperity. He does, of 
course, help to secure an economic use of capital when he merely 
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borrows, or receives deposits, from those who have no immediate 
use for their capital and lends to those who do. But he should go 
farther than this, and see to it that the capital which he lends is 
put to a productive rather than to an unproductive use. 

There is probably not a farming community in the United States 
which does not need some, at least, of the things named in the above 
outline. Yet none of these things can be secured by individual 
farmers each working alone. Some form of “‘team work” will be 
found necessary or advantageous in every case. They who cannot 
or will not work together are always in a weak position when brought 
into competition with those who can and do. Team work counts 
as much in business competition as in athletic contests; but the 
team work, in either case, needs to be wisely directed according to 
a well-considered plan. 

Excellent work has already been done by a number of farmers’ 
organizations. ‘hey have undertaken a stupendous task, and they 
have grappled with it courageously. But the work of organization 
is inevitably slow and difficult; for the more than six and a half 
million farmers in the United States are widely scattered, they have 
a great diversity of interests, many of which are difficult to har- 
monize, and farmers are temperamentally an independent, head- 
strong, individualistic class, disinclined to union of any sort. The 
recognition of the work of rural organization by the Secretary of 
Agriculture as a legitimate part of the work of his department 
should be a great help, and will probably mark an epoch in the 
history of American agriculture. 

Since the opening up of the vast territory west of the Appala- 
chians, and the first beginnings of the public-land policy of the 
United States, the farming in this country has been more individual- 
istic and less organized than that of any other civilized country. 
’Qur methods of disposing of the public lands, under the pre- 
emption and homestead acts, encouraged this system. Each 
settler was treated as an isolated individual and his farm as an 
isolated economic unit. So long as there was an abundance of 
fertile soil to be had for the trouble of living on it, agriculture 
could flourish under this system, and the statistics of agricultural 
production and exportation could continue to swell. The indi- 
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vidual farmer frequently remained poor, or profited, if at all, 
through the rise in the value of his land rather than through the 
sale of his products. This condition of the individual farmer did 
not always attract the attention of statesmen and publicists. They 
were interested rather in the expanding figures of total national pro- 
duction and exportation, to whici. they could always point with 
pride. 

Only the best and most easily tilled lands were suitable for this 
kind of farming. The result has been, as ascertained by a recent 
inquiry of the Secretary of Agriculture, that only a fraction of the 
tillable land, even of the humid portion of the country, has been 
reduced to cultivation. The tendency has been to pass by the 
second- and third-grade lands, or the lands whose initial expense of 
cultivation was high, and cull out the best and most easily culti- 
vated lands. The time has now arrived when the continuation of 
that policy is carrying our pioneer farmers beyond the boundaries 
of the United States into Canada and Mexico. Meanwhile vast 
areas of tillable land at home remain neglected. 

If it were invariably true that superior lands beyond our own 
boundaries were being taken up to the neglect of inferior lands at 
home, there would be much to be said in favor of this policy. At 
any rate it would be hard to find a convincing argument, aside from 
the appeal to patriotism, to show a farmer why he should remain 
on inferior land within our own borders when he might find superior 
land just over the boundary. There are reasons, however, for 
believing that the farmer finds abroad no better lands than he has 
passed by at home. The new lands may appear more profitable, 
for they are virgin soil, capable of lucrative exploitation for a few 
years; they can be made to grow heavy yields of a single money 
crop, and that, too, a crop like wheat, for which there is a highly 
efficient and very active market. The farmer’s marketing problem 
is solved for him, and he can continue his highly individualistic 
farming. And yet the lands left untilled might also be highly pro- 
ductive, not with a big single staple crop, but with various kinds 
of agricultural specialties. 

Now the characteristic of an agricultural specialty is that there 
is no organized market for it, and it does not regularly sell at a 
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quotable price. If it did it would not bea specialty. The isolated 
small farmer could scarcely make a living by growing this kind of 
a crop unless he was near a large city, and even there he would 
probably have to give as much time and thought to the marketing 
of his crop as to the growing of it. If he were not thus favorably 
located he could scarcely market his specialty at all, unless he were 
either growing it on a very large scale so that he could maintain a 
selling agency of his own, or were co-operating with a group of other 
farmers for the same purpose. Farmers thus organized could make 
more off some of this land which is now being neglected than they 
could possibly make off the virgin lands of the far Northwest; but 
as isolated, unorganized farmers, they can doubtless make more 
off those new lands, growing a staple crop which almost markets 
itself. Until we succeed in developing an organized rural life— 
until our farmers are willing to work together instead of working 
as isolated, unorganized units—they will continue to neglect such 
lands as require organization for their successful cultivation, and 
migrate to new lands which are capable of being farmed by the 
old methods. 

A similar problem is met with in the promotion of irrigation 
farming. There are only a few places where an individual farmer 
can reclaim land and bring it under irrigation. Until some organi- 
zation could be formed to handle the problem, or until the state or 
federal government took up the matter, individual farmers ignored 
very productive irrigable land in favor of inferior land which had 
the advantage of being capable of individual reclamation. Again, 
there are vast areas which require drainage. In only a few cases 
can this drainage be done by individual small farmers. Conse- 
quently these lands have generally been neglected in favor of lands 
which, though ultimately less productive, have the one advantage 
of being suitable for immediate cultivation by unorganized, indi- 
vidual farmers. Even government enterprise, in the case of irriga- 
tion and drainage projects, unless supplemented by organized work 
on the part of the settlers, will prove insufficient. Such government 
projects will eventually fail to attract settlers unless the govern- 
ment either sells the land to them below the cost of reclamation, 
which would be bad economy, or else organizes them to work out 
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their marketing and financial problems so as to enable them to 
make enough off the land to pay .the cost of reclamation. 

The issues which depend upon an organization which will bring 
about the utilization of lands now neglected are more far-reaching 
than most of us are prepared to believe. The migration of our 
people in great numbers to other countries in their search for new, 
easily tillable soil may be productive of serious international com- 
plications. When the new settlers find governmental and social 
conditions satisfactory, as they do in Canada, trouble may be 
avoided. When they find them unsatisfactory to themselves, as 
they did in Texas and Hawaii, as the English did in South Africa, 
and as we are certain to do in countries whose civilization is differ- 
ent from our own, then trouble cannot, by any possibility, be 
avoided. Therefore, even the problem of international peace 
depends upon our ability to find productive opportunities for our 
expanding rural population at home, and this in turn depends upon 
a rural organization which will make possible the successful farming 
of lands now being neglected. 

More important even than international peace is the preserva- 
tion of the prosperity of the small farmer, who does most of his 
own work on his own farm. His salvation depends upon his 
ability to compete with the large farmer or the farming corporation. 
Two things threaten to place him under a handicap and to give the 
large farmer an advantage over him in competition. If these two 
things are allowed to operate, the big farmer will beat him in com- 
petition and force him down to a lower standard of living, possibly 
to extinction. 

One thing which would tend in that direction is a large supply 
of cheap labor. The small farmer now has an advantage because 
of the difficulty which the big farmer has in getting help. So great 
is this difficulty that many of the bonanza farmers are giving up the 
fight and selling out to small farmers. That is, the big farms, the 
farms that can be cultivated only by gangs of hired laborers, are 
being divided up. Give the owners of these farms an abundant 
supply of cheap labor—make it easy for them to solve the problem 
of efficient help—and they will begin again to compete successfully 
with the small farmer who, because he does his own work, has no 
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labor problem. If we can keep conditions such that the capitalistic 
farmer has great difficulty in getting help, the small farmer will 
continue to beat him in competition, and the bonanza farm will 
continue to give way to the one-family farm. 

Another thing which threatens the prosperity and even the 
existence of the small farmer is the handicap under which he finds 
himself in buying and selling. The big farmer that can buy and 
sell in large quantities, and also employ expert talent in buying and 
selling and in securing credit, has an advantage over the small 
farmer who must buy and sell in small quantities and give his time 
and attention mainly to the growing of crops rather than to selling 
them. Much of the supposed economy of large-scale production, 
even in merchandising and manufacturing, is found, upon examina- 
tion, to consist wholly in an advantage in bargaining; that is, in 
buying and selling. When it comes to the work of growing farm 
crops, as distinct from selling them and buying raw materials, the 
one-family farm is the most efficient unit that has yet been found. 
But the big farmer can beat the individual small farmer in buying 
and selling. It would seem desirable, from the standpoint of 
national efficiency, to preserve the small farm as the productive 
unit, but to organize a number of small farms into larger units for 
buying and selling. Thus we should have the most efficient units 
both in producing and in buying and selling. 

If this is not done, the only farmers who can enter successfully 
into the production of agricultural specialties, where the problem of 
marketing is greater than the problem of producing, will be the big 
capitalistic farmers. The small farmer may hold his own in the 
growing of staple crops, in which field the problem of economic 
production is perhaps greater than that of efficient marketing. 
But even in the growing of staple crops the small farmer will have 
a hard time of it if he is forced to compete with the big farm culti- 
vated by gangs of cheap laborers. The two worst enemies of the 
small farmer are the opponents of co-operative buying and selling 
on the one hand, and the advocates of enlarged immigration to the 
rural districts on the other. The latter would help the big farmer 
in the buying of labor for his farm, and reduce the price of the small 
farmer’s own labor when he undertook to sell it in the form of 
produce. 
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How to organize the rural interests of this country effectively 
is one of the most difficult problems in the world. A very little 
study of the history of farmers’ organizations in this and other 
countries ought to convince anyone of this. While there have been 
many successful organizations, yet the number of failures easily 
outnumbers the successes two to one; but the fact that there have 
been a large number of successes in the aggregate makes it possible 
to believe that there may be more in the future. If we can only 
find why some have succeeded and others failed, we shali then be 
in position to follow the policies which have succeeded and avoid 
the errors which have led to failure. This will materially increase 
the percentage of success and decrease the percentage of failure. 

The difficulties in the way of effective organization of rural 
interests are not hard to find. They may be classified under 
four general headings: arithmetical, geometrical, economic, and 
psychological. 

By the arithmetical difficulties we mean the difficulties growing 
out of the fact that the farming class is by far the most numerous 
economic class in the country. Six and one-half million individuals 
would be difficult to organize effectively, whatever other conditions 
might exist. 

In addition to the vast number of farmers there is a second fact, 
that they aresofarapart. This is what we mean by the geometrical 
difficulty. The mere geometrical fact that they live farther apart 
and are more widely scattered than other classes adds materially 
to the difficulty of organizing them. This in turn grows out of the 
fact that agriculture more than any other industry requires land 
surface, superficial area} space. That being the case, it is impos- 
sible for farmers to live close together in compact masses as other 
classes do. 

By the economic difficulties is meant the fact that there is a 
great diversity of interests with many antagonisms among this 
vast number of farmers living over such wide areas. The truck 
farmers of one section, for example, have to compete for a market 
with the truck farmers of other sections. Even though the farmers 
of one section were all organized, it would be difficult for them to 
adjust their rivalry in such a way as to form an effective organiza- 
tion with those of other sections. 
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By the psychological difficulties is meant a very large but some- 
what intangible fact, namely, that a process of selection tends to 
attract to the cities those members of our population who are 
easily herded together and to leave in the country those who are 
strongly individualistic, who prefer to be their own bosses, and who 
have the capacity for self-direction. All of those people to whom 
the pain of a new idea is excruciating, who find it a great hardship 
to have to decide what to do next, will find farm life unendurable. 
That perhaps more than any other single fact characterizes the life 
of a farmer. His work never can be standardized. He must 
always be in the act of deciding what to do next. His work from 
day to day, even from hour to hour, has to be adjusted to the con- 
ditions of soil and climate, the exigencies of plant and animal life, 
as well as of the weather. This is no kind of a life for a man who 
is only capable of doing what he is told, and incapable of deciding 
himself what is the next thing to be done. This process of selec- 
tion, as I said, makes a rural population very independent in spirit 
and temperamentally difficult to organize. 

Another psychological difficulty perhaps grows out of the fact 
that the farmer’s success has in the past depended very little upon 
his mental adaptability to other men. He has had to control the 
forces of nature rather than the forces of society. He is therefore 
less adept in those arts and graces which adorn social life, simply 
because his living has not depended upon it; but those of us, and 
we include a large proportion of the urban population, who, how- 
ever useful our work, live because we succeed in pleasing other 
people, who succeed not by making two blades of grass to grow 
where one grew before but by making two dollars emerge from 
other people’s pockets where one emerged before, must of necessity 
be somewhat successful in the art of getting along with people. 
The urbanite who cannot get along easily with other people will 
starve, and the process of natural selection tends to breed up a race 
of urban people who get along easily together. In the past this 
has not been true of the farmer. If he could grow good crops or 
breed good animals he could succeed whether he was successful in 
the art of getting along with people or not. We have therefore bred 
up a race of country people without that principle of selection which 
has made city folks “‘urbane.” 
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However, because a thing is difficult to do is no reason for not 
doing it, if it is really worth while. That the effective organization 
of rural interests is worth while, that it is in fact about the most 
worth-while thing in the world, will be apparent upon a very little 
consideration. 

(Good transportation facilities and means of communication have 
destroyed an older condition under which each local community had 
to be mainly self-supporting. I am not speaking now so much of 
the still earlier condition where we had the self-sufficient farmer who 
produced on his own farm practically everything which he con- 
sumed. I am speaking of a somewhat later period when a farmer 
sold a portion of his material at least, but sold it to the neighboring 
town, which was usually within hauling distance, and who got his 
supply of things not produced on the farm from the workingmen of 
the shops of the neighboring town. The marketing problem was 
here fairly settled. The farmer hauled his produce to town and 
showed it to the buyer who could inspect it and “paw’”’ it over, if 
necessary—and buy it if he liked it. 

Again, the age of machinery has destroyed the conditions which 
existed at one time, even within the memory of a few very old men 
who are still living. I refer to the condition under which capital 
could scarcely be called a factor in agriculture. Capital is tools 
and machinery, though it is sometimes referred to as the money 
necessary to purchase tools and machinery. In an age when farm- 
ing was done with a few simple tools which the farmer made himself 
or which were made by the local blacksmith there was no demand 
for capital in the modern sense; that is, it was not a limiting factor 
as it now is. It was not a factor which by reason of its scarcity 
relative to the need would make successful farming impossible. At 
that time you could not say of any farming community, ‘The great 
need is more capital.” If the farmers had had an abundant supply 
of capital they would not have known how to use it, because the 
invention of agricultural machinery had not yet appeared. 

At the present time all of that is changed. The farmer who 
cannot equip his farm with an adequate supply of stock and tools 
cannot compete and is foredoomed to failure. Capital is one of the 
limiting factors. There are many communities of which you can 
say, “If they had more capital they would succeed. Without more 
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capital they will fail.” Therefore it has come about that one of the 
great agricultural problems is that of supplying farmers with capital. 

Again, there was a time when most of the diseases which pre- 
vailed in rural districts were either regarded as visitations of divine 
Providence, or at least as something which could not by any pos- 
sibility be avoided. He who embarked upon life had to take the 
chances of life, as he who enlists for war has to take the chances of 
war. Such a thing as preventing disease by stopping it at the 
source was impossible, because people did not know the source. 
Organizations for rural sanitation would have been out of the ques- 
tion, because however well organized the country people were they 
would not have known what to do with their organizations in the 
way of improving sanitary conditions. 

So in a multitude of other respects the agricultural situation has 
so changed as to make it absolutely necessary that the modern 
farmers organize. Since the farmer produces not for a local but 
for a far-distant market, he cannot haul his stuff to town and sell 
to the consumer. He must part with it at the station and consign 
it to the tender mercies of the middlemen whom he has never seen 
and concerning whom he knows only the names. The individual, 
unorganized farmer is not in a position to market successfully under 
these conditions. 

When his success as a farmer depends upon his having an ade- 
quate supply of capital he is about equally helpless unless he has 
inherited or otherwise acquired the necessary funds. For perfectly 
legitimate and obvious reasons the possessor of capital does not like 
to let it get out of his hands unless he feels reasonably certain of 
getting it back again at some time or other. He cannot be blamed 
for that. Weare all alike in that respect. But the market for capi- 
tal, like the market for farm produce, is nation-wide or world-wide, 
and not a local market. They who possess the capital which the 
farmer needs are seldom his near neighbors. They live a long way 
off and do not know him even by name. Under these conditions 
his only chance of getting capital is through a series of brokers or 
middlemen, unless he can organize with his neighbors to perform 
for themselves the function which these middlemen perform. And 
with the purchasing of his farm supplies the same conditions arise. 
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His tools and machinery, his fertilizer, etc., are not usually pro- 
duced in his immediate neighborhood. An individual, unorganized 
farmer is under about the same disadvantage here that he is in 
marketing his produce in distant markets. 

Sanitation, the extermination of the fly, the mosquito, the hook- 
worm, and other pests which afflict the lives of the country people, 
is possible only by a thorough organization of rural neighborhoods. 
An individual farmer may be ever so careful to destroy all breeding 
places for flies and mosquitoes on his own farm, but it will do him 
little good if all his neighbors are careless. 

These are some of the reasons which make the organization of 
rural interests of such transcendent importance at the present time. 

At one time the idea seemed to prevail that agricultural educa- 
tion consisted mainly in informing the farmer as to the best methods 
of growing crops and feeding animals. This idea has rapidly 
broadened out until the idea has already taken possession of the 
minds of the people that it is equally important that farmers be 
informed as to the best methods of marketing the products which 
they have grown, of purchasing the raw materials for farms—for 
the farmer is now a purchaser of raw materials almost in the same 
sense as the manufacturer is—and of supplying themselves with 
capital. 

The idea therefore seems to prevail at the present time that all 
that is necessary is to enable the farmer to grow his products and 
to buy and sell to advantage in order that his income may be 
increased. I dare say that most people who are thinking on this 
probiem today believe that the problem is solved when the farmer 
has been assured a satisfactory income. I wish to insist, on the 
contrary, that this is only half the problem. Paradoxical as it may 
seem, it is a matter of actual observation that the sections of the 
country where the land is richest, where crops have been most 
abundant, where land has reached the highest price, and the farm- 
owners attain to the highest degree of prosperity, are the very sec- 
tions from which the farm-owners are retiring from the farms most 
rapidly and leaving them to tenants. 

Now I need not enlarge upon the evils of absentee-landlordism. 
It is perhaps sufficient to say that absentee-landlordism never did 
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work in the history of the world and it is not likely that any miracle 
will happen to save this country from disaster if it drifts into that 
vicious system. When the owners of the land live at a distance 
they have no particular interests in country schools, churches, or 
any of the civilizing influences which make country life attractive. 
Therefore all these civilizing agencies tend to disappear. Similarly, 
the tenants who are here this year and somewhere else the next have 
no interest in maintaining the social institutions of any rural 
neighborhood. I am willing to state deliberately that there is 
no pest or plant or animal disease known to man which will 
bring ruin upon a country so rapidly as the system of absentee- 
landlordism. 

But why do these prosperous farmers leave the farms and go to 
town? Simply because the town contains the things they want to 
buy with their money and the country does not. We may as well 
face the fact first as last that there are only two things that will 
keep people in the country. One is poverty, or the inability to live 
in town. The other is an attractive country life which will induce 
people to stay in the country even though they are financially able 
to live in town. As between these alternatives there is no room 
for choice. To try to hold people in the country by their poverty 
or their inability to get away from the country and get to town 
would be criminal. The only thing, therefore, is to make country 
life sufficiently attractive to keep people in the country even when 
they are prosperous enough to live in town. 

This will indicate that the problem of organizing rural interests 
is very much wider than the problem of marketing; or of marketing, 
of rural credits, and of purchasing combined. It is much wider than 
all the problems connected with the increase of the farmer’s income, 
because getting the income is only half the process. It is just as 
important that we solve the problem of spending it wisely and 
rationally in order to get the maximum of enjoyment as it is that 
we solve the problem of getting it. I think it is a fair proposition 
that the American people are more expert in the getting of incomes 
than they are in the spending. 

Conditions, however, vary in this respect. There are many poor 
sections where farming is unprosperous and the first and most acute 
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problem is to increase the farmer’s income; but there are many 
other sections which are so prosperous that the other question has 
become more acute, namely, the question of spending the farmer’s 
money. There being an imperfectly organized social, intellectual, 
and aesthetic life in the country the farmers are driven to the towns 
to find the satisfactions of life which their prosperity enables them 
to purchase. 

While, as stated above, the conditions vary considerably in 
different parts of the country, it is my belief at the present time 
that the latter of these two questions is for the country as a whole, 
on an average, even more important than the former. 

I have classified problems calling for organization under the 
following outlines: 


I. For increasing the farmers’ income: 
a) the marketing of farm products 
b) the purchasing of farm supplies 
c) the securing of adequate credit 
d) the improving of means of communication and transportation. 


. For better living conditions in the country: 
a) education 
b) sanitation 
c) recreation 
d) beautification. 

Every part of this program calls for organization and it must 
ultimately be the work of any government agency, such as the 
Office of Rural Organization, looking toward the effective organiza- 
tion of rural interests to promote it in every detail. 

In beginning this work the first thing for us to do was to study 
the field, in order to discover what is actually being done by the 
American farmers in the way of organization. Much of the time 
of our staff during the present year has been given to this general 
survey of organization conditions in the country, the theory being 
that it is better to develop what we have, or build upon the foun- 
dations already laid, than to try to invent or import new methods 
of organization. 

Again, it is quite as essential to study the failures as the suc- 
cesses in the way of organization in order that we may form some 
idea as to why those which failed have failed and why those which 
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succeeded have succeeded. Even this is a very large task, as any- 
one will find who tries it. It is not a thing which can be accom- 
plished in a single year. 

Along with this general survey we are trying a few modest 
experiments to see whether our generalizations are correct or not, 
the theory being that it is better to go too slow than too fast, for a 
few bad mistakes or conspicuous failures in the beginning of this 
movement will produce a reaction and set the whole movement 
back for another generation. We have found certain methods of 
purchasing farm supplies which seem thoroughly business-like and 
satisfactory, both to the manufacturer and to the farmer. These 
are being tried out, others are being encouraged, and the informa- 
tion is being given out in order that others may make use of the 
experience already gained by the successful communities. 

No experiments are being tried by the Office of Rural Organiza- 
tion in the field of rural credit, although a number of experiments 
actually going on are being carefully studied. Many would doubt- 
less be surprised to know just how much is being done in the way 
of credit organizations among farmers. In a closely allied field, 
namely, insurance, the work of organization is long past the experi- 
mental stage, and the upper Mississippi Valley is dotted with 
mutual insurance companies. 

We are attempting a comprehensive organization of the rural 
interests in one selected county in the South to see what can be 
done there in order to gain experience. We shall carry the results 
of that experience to other counties whenever we feel sure of our 
ground. These are very modest beginnings, it is true, and may be 
disappointing to some people, but, as I said before, we are of the 
opinion that it is better to go too slow than too fast, and in the 
second place, it is better to study the experiments which other 
people are carrying on than to attempt to carry on many independ- 


ent experiments of our own. 
T. N. CARVER 


Harvarp UNIVERSITY 





CUSTOMS ADMINISTRATION UNDER THE 10913 
TARIFF ACT 


A review of the development of legislative enactments on the 
subject of customs administration shows that while Congress has 
passed a great many tariff bills since 1789," making manifold 
changes in rates of duty specified in the various schedules of 
merchandise, very little progress, until recent years, has been made 
in the conditions and requirements imposed upon those engaged 
in the business of bringing foreign products into this country. 
From the early days of the republic, Congress has always been 
very loath to undertake the work of perfecting customs procedure, 
partly because its members were unfamiliar with the practical 
problems facing government officers in charge of the administra- 
tion of the tariff laws, and partly because its time and energies 
had invariably been exhausted in framing the schedules, so that 
the administrative features, vitally important as they are, were 
suffered to be let alone. 

The administrative sections of every tariff deal with the fol- 
lowing chief points: (1) the manner in which assessments of duties 
are to be made; (2) how the market value of merchandise is to be 
determined; (3) the written information that is to be furnished 
by the importer making an entry; (4) how and under what cir- 
cumstances an importer may lodge a protest against the exaction 
of duties deemed by him ‘o be erroneous; (5) the functions of 
the various officers concerned in the appraisement of goods and 
the collection of duties thereon; (6) the labeling or stamping of 
articles of foreign origin with the name of the country of manu- 
facture; (7) prohibition of the importation of obscene books, 
pictures, etc.; (8) prohibition of the importation of neat cattle 

* The first session of the first Congress of the United States convened in the city 
of New York on March 4, 1789. The very first law imposing duties on goods, wares, 
and merchandise was enacted on July 4 of that year. About four weeks later, July 31, 
Congress passed a brief and rather crude statute entitled, “An act to regulate the 


collection of duties imposed by law on the tonnage of ships or vessels and on goods, 
wares and merchandise imported,” etc. 


845 





846 JOURNAL OF POLITICAL ECONOMY 


and of goods manufactured in whole or in part by convict labor; 
(9) certification of invoices by American consuls abroad; (10) the 
forms of declarations to be made by the importer; (11) penalties 
for making false statements; (12) allowance of duties for decay 
or destruction of perishable articles, particularly fruit; (13) penal- 
ties for attempting to bribe customs employees; (14) the filing 
of manifests by masters of vessels; and (15) the exemption from 
duty of $100 worth of personal effects and wearing apparel brought 
in by passengers as baggage. 

The fact that at the second session of the first Congress it was 
found necessary to pass an act" providing “more effectually for 
the collection of duties” indicates that from the very start the 
troublesome character of customs administrative problems became 
manifest. Again, we find that on March 2, 1799, about ten years 
later, Congress passed another law on the subject—one that is 
frequently referred to as the “organic law.” It established 
customs districts or ports, prescribed the duties of collector, sur- 
veyor, and naval officer, and specified in detail the form of manifest 
that was to be filed by masters of vessels and the form of declara- 
tion, bond, and entry that was to be used by the importer. This 
act also defined the methods for appraising merchandise, authorized 
the giving of an allowance for leakage, and made provision for 
inspectors’ salaries. 

Various amendments? to this law were enacted from time to 
time, but no comprehensive legislation on this subject was had 
until the McKinley tariff revision of 1890, when Congress under- 
took a codification of the customs administrative statutes that had 
accumulated during the preceding one hundred years. In that year, 
shortly before the enactment of the tariff law, a bill’ was passed 
which set forth in detail the procedure to be observed in the importa- 
tion of merchandise. This law has served as a basis for customs 
administration ever since. It was only slightly amended by the 

* Act of August 4, 1790, Public Statutes at Large of the United States of America from 


Organization of Government in 1789 to 1845, edited by Richard Peters, and published 
in Boston by Charles C. Little and James Brown, 1845. 

2 Among them was the act of June 22, 1874, which repealed moieties, defined 
smuggling, etc. 

3 Act of June 10, 1890. 
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Dingley tariff act of 1897* and by the law of May 27, 1908, the 
latter extending the time for the filing of protests against assess- 
ments from ten to fifteen days. The Payne-Aldrich law of 1909? 
re-enacted the administrative features of the tariff law then in 
force, adding thereto provisions creating the Court of Customs 
Appeals and establishing a special staff of government attorneys 
in whom was vested the exclusive charge of the trial of cases arising 
under the tariff laws. No changes of importance were introduced 
until the passage of the Underwood-Simmons Act in 1913,3 when a 
radical revision was made in the tariff schedules in accordance 
with the revenue policy of the Democratic party. The changes 
brought about in the administrative sections were no less novel 
and unique. 

The customs administrative provisions of a tariff law are 
essentially disciplinary in character, and upon their enforcement 
depends the collection of a maximum revenue from duties imposed 
upon imports. The more stringent the rules laid down, the more 
certain is the government to get what is due it. But, like the 
economic limits which obtain in the case of prices charged by 
monopolies, ultra-stringent or drastic legal restrictions placed 
upon the business of importing merchandise are likely to discourage 
and hamper foreign trade to such an extent that the government, 
as well as the importing community, will be the loser. It is obvious 
that while each of the various schedules of the tariff concerns a 
particular trade or trades, the administrative sections of the law 
are of paramount importance to all lines of business. Domestic 
manufacturers take as keen an interest in this part of the law as 
they do in the duty rates charged on the goods which they produce, 
for they are constantly exercising a vigilance over their foreign 
competitors to the end that the importers pay the highest rate 
assessable. Just as the manufacturer seeks “‘protection”’ in pro- 
hibitive rates, so is he eagerly desirous of having Congress enact 
administrative rules calculated to place all possible barriers in 
the way of foreign importations. 


* Act of July 24, 1897. 
2 Act of August 5, 1909. 
3 Act of October 3, 1913. 
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I 


In the revision of the tariff as effected by the enactment of 
the Underwood-Simmons law, the administrative provisions were 
considerably strengthened, although not to the extent proposed 
in the bill originally introduced by the Ways and Means Com- 
mittee of the House, the Senate having eliminated most of the 
drastic provisions which had evoked the severest criticism. Two 
facts must be considered in attempting to explain the reasons which 
prompted Chairman Underwood to incorporate in his bill provi- 
sions designed to make more stringent the requirements governing 
the importation of merchandise. First was the realization that with 
a general reduction of the rates of duty the revenue obtainable under 
the new law would be materially less than under the old, and that 
consequently there was more imperative need for making sure that 
the government would get all the revenue to which it is entitled. He 
felt that the government could ill afford to lose any money through 
lax administration of the tariff law. The second factor was the 
disclosure of gross frauds that had come to light during the previous 
few years, in which importers in nearly every line of business were 
implicated. Millions of dollars in evaded duties were paid back 
into the public treasury during the four years’ life of the Payne- 
Aldrich tariff act as a result of the vigorous and aggressive cam- 
paign against smuggling and undervaluation carried on by Secretary 
of the Treasury MacVeagh and Collector Loeb of New York. 
The revelation of the common and widespread practice of under- 
valuing imported merchandise served to call forcibly to the atten- 
tion of Congress the great need of preventing, so far as possible, 
the continuance and repetition of these dishonest methods. This 
could only be accomplished, it was determined, by placing in the 
hands of government officials instruments designed to aid them in 
the prevention, as well as in the detection, of fraud. 

The original House bill was replete with severe and revolu- 
tionary provisions, subjecting the importing business to exceedingly 
obnoxious regulatory requirements. No sooner was the draft 
made public than individual merchants and influential commercial 
organizations made earnest protest, and sought to have the more 
objectionable features eliminated or amended. In this they met 
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with partial success. The Senate made less rigorous certain of 
the provisions, at the same time inserting several additional para- 
graphs. The bill underwent further modification by the Conference 
Committee. As thus revised, the chief administrative reforms 
brought about in the new tariff act were: (1) provisions compelling 
importers and foreign shippers to submit their books of account 
and cost sheets to the inspection of customs officers, under penalty 
of an additional 15 per cent tax on the goods involved; (2) the 
imposition of a fee incident to the filing of protests against the 
exaction of duties—a provision calculated to reduce litigation 
before the Board of United States General Appraisers; and (3) the 
prohibition of contracts for contingent legal fees in customs 
cases. 

These and other changes in the law will be discussed in detail. 
On the whole, the reform measures are praiseworthy, but time alone 
will demonstrate their efficacy. The wisdom of extending the 
book-inspection provisions to non-Americans in foreign lands is 
seriously doubted, because, aside from the legal question of juris- 
diction, the activities of American agents in European producing 
centers tend to cause much criticism and resentment, if not vexatious 
international complications. The protest-fee provision is unques- 
tionably a good innovation, and it is surprising that the protective 
interests of the country who had heretofore taken such an active 
and prominent part in framing tariff legislation had not, before 
this, persuaded Congress to enact a provision compelling importers 
to pay for the privilege of contesting duty assessments. As for 
disallowing contingent fees, judgment must be suspended, for a 
theoretical discussion is of little consequence, and it is too early 
to gauge results from a practical standpoint. 

Despite the fact that the new tariff act has been in operation 
for over a year, the full effect of the novel provisions relating to 
customs administration have not yet been fully felt, although it 
is generally agreed that the ,rotest-fee exaction has successfully 
performed the service for which it was intended. Little, if any- 
thing, has been done with regard to the inspection of books and 
papers, and, with the European war demoralizing practically the 
entire import business of the country, it will be some time before 
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this feature of the act will be given a test. The chief reason for 
the Treasury Department not having invoked, thus far, its author- 
ity to examine the books and papers of foreign manufacturers and 
American importers has been the constant change of the personnel 
of the customs bureau. Since the passage of the new tariff act, 
twelve months ago, no less than three men have occupied the posi- 
tion of assistant secretary of the Treasury in charge of customs, 
two of whom had no previous experience in the work of the depart- 
ment. Under the circumstances, they have not deemed it prudent 
or wise to venture to exercise new authority without first familiariz- 
ing themselves with the usual and ordinary customs procedure. 
Admittedly, the book-inspection feature of the law is likely to make 
serious trouble in its administration, and, appreciating this fact, 
the new hands in the Treasury have manifested great reluctance 
in putting it into operation, particularly at this time when rigorous 
action is likely to meet very hostile criticism. 


II 


The most drastic innovation in customs administration proposed 
in the House was a provision denying admission into the United 


States of merchandise shipped by a foreign manufacturer who 
refuses to submit his books and records to the inspection of duly 
accredited investigating agents of the United States government. 
A similar provision relating to the importer or consignee in this 
country was also inserted in the bill. So far as the importer is 
concerned, there was relatively little criticism; but an attempt 
to meddle with the affairs of foreigners was looked upon as a revolu- 
tionary proposal, likely to cause serious trouble. To be sure, 
merchants resent having special agents enter their places of busi- 
ness and demand their books, but this procedure was to be followed 
only in unusual and special instances, for the reason that another 
paragraph of the tariff law—an old paragraph, re-enacted in a 
slightly amended form in the present law'—gives the collector, 
appraiser, and general appraisers authority to subpoena importers 
and require them to produce books and papers, failure to produce 
the documents being punishable by a fine. 
* Paragraph P, section III, Tariff Act of October 3, 1913. 
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Before the tariff bill was put into final form, the refusal of entry 
provision was replaced by a less drastic clause imposing an addi- 
tional tax of 15 per cent on merchandise respecting which the 
shipper or the importer declines to show his books and papers. 

During the Taft administration, when Collector Loeb of New 
York, in co-operation with special agents of the Treasury Depart- 
ment, set out on his aggressive campaign against undervaluation 
of merchandise, which had been going on for a number of years 
and involved some of the largest firms in the country, it was found 
that positive proof of fraud could only be established—and the 
extent of the fraud appraised—by the examination of the merchants’ 
books. The many difficulties experienced in ascertaining whether 
or not an importer was placing correct valuations on his goods 
prompted legislation regarding the inspection of books and papers. 

Proceedings instituted against concerns suspected of defrauding 
the revenue were usually started by some employee of an importing 
firm—or, more generally, an ex-employee with a grievance— 
furnishing the collector with information concerning fraudulent 
acts on the part of his principal. At this period of the history of 
the customs service an unusually large number of importers’ 
clerks and bookkeepers suddenly turned ‘informers,’ doubtless 
because of the newspaper notoriety given a certain federal employee 
who was awarded a large sum of money for discovering the enormous 
sugar frauds. A great deal of publicity was given to the fact— 
previously unknown to the general public—that the Secretary of 
the Treasury is empowered under the law to compensate citizens 
who supply information which leads to the detection of fraud 
against the revenue and to the subsequent recovery of duties, pay- 
ment of which had been evaded. 

Acting on information thus received, examination was made 
of the suspected importer’s entries and other papers on file at the 
custom-house. These documents, as a rule, furnished but little 
data, and served merely to indicate the volume of business trans- 
acted. With the view of getting more useful data and for the 
purpose of ascertaining whether or not correct valuations were 
placed on the goods, the appraiser of merchandise was usually 
asked by the collector carefully to inspect current importations. 
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This notice invariably led to delay on the part of the appraiser 
in passing the goods and frequently aroused a suspicion in the 
importer’s mind that the government was exercising undue sur- 
veillance. Having been placed on his guard, as it were, the 
importer ceased undervaluing, if he had been in the habit of 
doing so in the past. The special agents, on the other hand, not 
having been successful in obtaining any specific data upon which 
to base a charge of undervaluation—in fact not having any evi- 
dence fit for presentation to the federal grand jury—proceeded to 
subject the merchant to various forms of duress. Usually travel- 
ing in pairs, the special agents would visit an importer’s office 
and demand his books and papers. A refusal to deliver the docu- 
ments was met with the threat that the man would be arrested, 
and receive a great deal of undesirable publicity, resulting in an 
impairment of his credit and business standing. It might be said 
that in practically all of these proceedings the special agents were 
“morally certain” that the man was guilty of wrongdoing, not- 
withstanding the fact that they lacked tangible evidence of any 
crime. 

The pressure thus brought to bear upon the suspected importer 
usually proved effective. In the first place, the importer, being 
intimidated, became alarmed, and although advised by his attorney 
that the government agents had no legal right to the books and 
papers, he felt that a refusal to produce them would be construed 
as an admission of guilt and might lead to more serious trouble. 
Furthermore, importers feared publicity more than anything else, 
and not a few felt disposed to pay a large sum of money demanded 
by the collector for alleged or actual evaded duties, rather than 
fight for their rights in the courts. They thought it more prudent 
to turn over their cash in the privacy of the collector’s office, where 
business transactions are not open to the public and the press, as 
are the proceedings in a court of law. The books and papers 
produced by importers were carefully scrutinized by accountants 
in the custom-house, who obtained from them the prices actually 
paid for the goods and were thus able to estimate the undervalu- 
ations. In many cases it was found that shippers abroad had made 
out two sets of invoices; one for customs purposes, giving fictitious 
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prices, and the other a “private invoice” upon which was stated 
the actual price value of the goods. 

These inquiries almost invariably ended in settlements or 
compromises, by which importers paid large sums of money. 
Practically no publicity was given to the firms making the settle- 
ments, and in many instances one of the conditions stipulated by 
lawyers representing importing firms was that all the official 
papers in the case be sealed, and that no statement be given to 
the newspapers. 

The special agents having found that one importer engaged 
in a certain line of business was defrauding the government, took 
it for granted that his competitors must be doing the same, for 
otherwise they could not remain in business. In a great many 
instances this surmise proved true, and led to a half-dozen or more 
compromises. Going from one importer to another, and from 
one line of business to another, the collector succeeded in bringing 
about nearly two hundred settlements, which, including the famous 
case of an international art concern, aggregated over $5,000,000." 

Needless to say, the collector and the special agents came in 
for a great deal of criticism for pursuing the extraordinary tactics 
just described, particularly inasmuch as there was concededly no 
warrant in law for conducting government business in this fashion— 
a method which savored of blackmail, and resembled highwaymen’s 


! Official statistics covering the campaign against underweighing, smuggling, and 
undervaluation, instituted by William Loeb, Jr., shortly after he became collector 
of the port of New York on March 9g, 1909, show that during a period of two years 
and eight months 158 importing firms, representing 34 lines of trade, made offers of 
compromise; that 86 merchants and passengers paid fines for violating the customs 
laws, and that 47 received prison sentences after conviction. The total moneys 
received in compromises, fines, penalties, and forfeitures from March 9g, 1909, to 
October 31, 1911, amounted to $7,170,237.10, divided as follows: 


Accepted offers in compromise 5,198,401. 29 
Sales of seizures under decree of court, sales of small seizures, mail 
importations, from passengers, etc 505,980.38 


$5,909,282 .67 
1,260,954.43 


$7,170,237.10 


In the fifteen years from 1894 to 1909 the aggregate receipts from these sources 
were only $926,162.00. 
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“hold-up” methods. At the same time, these proceedings strength- 
ened the belief in the need of providing customs officials with power 
to compel the production of books; and it was the demonstration 
of the absolute necessity of legal means for securing access to 
books that was responsible for the making of representations to 
the framers of the new tariff act, with the eventual result that the 
Ways and Means Committee inserted the provisions (paragraphs 
U and V of section III) under discussion. 

The Senate Finance Committee rejected these paragraphs in 
their entirety, declaring the provision for the production of the 
books to be “drastic and capable of abuse, if not certain to be 
abused.” The committee pointed out that under paragraph U 
an innocent American importer could be punished, and in some 
cases even perhaps bankrupted, because of the refusal of a firm, 
in a foreign country, to submit its books to inspection. It was also 
asserted by the Senate committee that the paragraph penalized 
not only those engaged in the importation of merchandise but 
those “engaged in dealing with such imported merchandise,” 
which might be stretched to cover the case of a retail merchant 
in the heart of South Dakota to whom goods had been shipped 
without any knowledge on his part of whence they were imported 
or how. As for extending customs visitatorial powers to foreign 
producers, the report stated that the paragraphs in question were 
not only obnoxious, but clearly violative of international equity 
and equality. 

A compromise was reached in conference, the House paragraphs 
being restored with the amendment to the effect that failure to 
produce books should be punishable, not by the exclusion of the 
merchandise from entry into the United States, but by the assess- 
ment of an additional duty of 15 per cent. 

The activities of the special Treasury agents referred to above 
were not limited to the investigation of importers resident in the 
United States, but in several instances extended to factories abroad. 
A case in point was the inquiry conducted in 1911 respecting the 
undervaluation of German cutlery. The agent sent on this mis- 
sion met with but little success in his research work. The manu- 
facturers he visited were for the most part hostile, and local 
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chambers of commerce severely criticized him and the United 
States government for the audacity and impudence of interfering 
with their private business. The foreign newspapers were emphatic 
in their denunciation of the agent’s activities, and it is even reported 
that the municipal authorities of a city in Germany served notice 
upon him to leave town within twenty-four hours under penalty 
of eviction if he tarried longer. 

The Limoges china commissions sent abroad by the Treasury 
Department for the purpose of determining cost of production 
and selling prices of French pottery were never pleasing to the 
foreigners, and in fact are largely responsible for the antagonism and 
disrespect felt toward our customs laws and practices. The visit of 
one of the commissions was characterized by the president of the 
American Chamber of Commerce in Paris as a veritable ‘‘ scandal.” 

In France, the chief ground for complaint is that the United 
States government assumes to exercise a jurisdiction which the 
French authorities themselves do 1.ot possess. The French treas- 
ury, even for purposes of taxation, has no right to demand the 
production of books and papers of a manufacturer or merchant. 
In case of bankruptcy the judicial authorities may accept the 
books as evidence, but the French citizen is protected against any 
inquisition on the part of administrative officers. The distilling 
of alcohol, fabrication of gunpowder, and the like, in which govern- 
ment control is exercised, are not even apparent exceptions, for 
the scrutiny concerns only quantities and not commercial figures. 

In France, as well as in other foreign countries, manufacturers 
are inclined to distrust American investigators, and a feeling pre- 
vails that whatever data is obtained by Treasury agents will be 
used by American producers to the detriment and injury of the 
foreigner. The European merchant jealously guards his trade 
secrets and he is naturally averse to disclosing them to government 


officials. 
III 


Fifty years ago Congress passed the first law’ providing for 
the filing of written protests against duty assessments in cases 
where the importer challenges the correctness of the collector’s 


* Act of June 30, 1864. 
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exactions. The time within which such protests may be filed has 
been several times extended, the Underwood-Simmons law allowing 
the importers thirty days. Originally it was ten days, but the act 
of 1908 fixed it at fifteen. Protests are of two kinds: against 
classification and against appraisement. The former kind relates 
to the selection by the collector of the proper paragraph under 
which the merchandise is held dutiable; and the latter concerns 
the accuracy of the valuation set upon the.goods by the appraiser 
whose function it is to examine all imported merchandise for the 
purpose of ascertaining the foreign market value, which is the 
basis of appraisement. If there is any merit in a protest, the 
Board of United States General Appraisers,’ which passes upon 
claims made by importers, orders a refund of duties collected in 
excess of the proper amount. In order to be entitled to a refund, 
the merchant must protest against the first and every subsequent 
importation until the tariff question at issue is decided. In this 
manner protests rapidly accumulate, the trials being limited to 
“‘issues’’ presented by test cases, the ruling upon which covers 
all protests involving the same point. 

The Board of Appraisers, which is a court of first resort in 
customs cases, was, up to the passage of the Underwood law, the 
only tribunal in the world where a litigant could enter suit without 
the payment of a calendar or any other fee. This right or privilege 
of free litigation was greatly abused, due in a measure to the 
instigation of customs brokers and attorneys who solicited suits 
on a speculative basis under an arrangement by which importer 
and lawyer shared the profits, if any accrued. So common was 
the practice of protesting against the classification and appraise- 
ment of merchandise that some concerns made it a point to lodge 
a protest in every case, without exception. The result was that 
the Board’s calendar was constantly clogged, that its clerical staff 
had more work to do than it could manage, and that the disposition 
of cases was indefinitely postponed. The longer it took to get a 
final decision the more profitable was the case likely to be, for 
pending the adjudication of an issue protests were continuously 


* Rules of Procedure and Practice before the Board are published in Treasury 
Decisions, Vol. XXVI, No. 10 (T.D. 34210). 
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piled up, and by the time a decision was rendered there was a 
large accumulation of refunds in the event that the case was decided 
in favor of the importers. 

Various Secretaries of the Treasury, in their annual reports 
in years past, have commented on this condition, and suggested 
the passage of a law prescribing a protest fee of from $1 to $5. 
Occasionally the subject of a protest fee has been discussed, and 
each time the importers, brokers, and attorneys have entered 
vigorous objection to such proposals, declaring that taxpayers 
should, as a matter of right, be allowed to protest against an assess- 
ment believed t~ be erroneous, without the payment of a fee. In 
support of this contention it has been asserted that the practice 
of collectors, whenever in doubt, of assessing the higher rate, made 
it imperative for importers to file frequent protests for their own 
protection. The charge that merchants were accustomed to lodge 
a great many “frivolous” protests was met with the statement 
that in a number of instances protests considered to have but little 
merit brought the largest refunds, many cases being on record 
where lawyers won issues generally believed to be undeserving. 

The efficacy of imposing a fee of $1 for the filing of a protest 


against duty assessments has already been demonstrated at New 
York and other ports. The requirement has served the purpose 
for which it was intended, namely, to reduce litigation by the 
elimination of the trial of frivolous and unworthy cases, where 
the protestant knows quite well that his chance of recovering any 
part of the duties paid is very doubtful and remote. Exact 
figures for statistical purposes are not available.’ The Board 


Chairman Underwood of the Ways and Means Committee, in reporting the 
bill to the House of Representatives said: ‘“‘The report of the Board of General 
Appraisers for the year ending June 30, 1912, shows there were received by the Board 
that year 96,099 protests, and that there were pending 146,153 protests. Fully one- 
half of the present protests are estimated to be /ictitious, and to file, index, and keep 
a proper account of each protest entails a great amount of labor and expense. It is 
believed that the imposition of this fee will eliminate the fictitious protests and work 
a great saving to the Treasury Department.” 

Exception is taken to this statement by General Appraiser Cooper in his con- 
curring opinion in the McCoy case (T.D. 33981; G.A. 7515) in which he says: “It is 
apparent from the fact of the report and the records of this office that the report was 
loosely drawn and based upon inaccurate information. Evidently the opinion that 
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of United States General Appraisers before whom these protests 
are tried has been obliged in the past to spend a large portion of 
its time in hearing worthless cases, and as a result the Board is 
about six months behind in its work. With the reduction of the 
volume of protests it is expected that the Board will soon catch 
up with its work, and that before long a customs issue will be 
finally disposed of in a short period of time, as it should be. 
Paragraph N of the tariff bill as originally introduced in the 
House (H.R. 10, dated April 7, 1913) provided that each protest 
should be limited to a “‘single issue’’ with respect to each article or 
class of articles. Subsequently the provision was modified by 
limiting each protest to a “‘single article or class of articles,” and 
to a “single entry or payment,” and forbidding the joining of classi- 
fication issues with other issues in the same protest. In this 
form the House passed the bill and transmitted it to the Senate. 
The Senate Finance Committee, evidently swayed by the argu- 
ment presented to it by the aggressive and alert committee of the 
New York Merchants’ Association,’ struck out the limiting clause. 
As finally agreed upon in conference and passed by both houses, 
paragraph N requires that reasons for objections to assessments 
be set forth distinctly and specifically “‘in respect to each entry 


one-half of the protests filed are fictitious was derived from the fact that thousands 
of cases are abandoned, defaulted, or submitted without evidence before the Board 
each year. There is no reason, however, for stating that such protests are fictitious, 
for a great number, and possibly the majority, of these protests have been abandoned, 
defaulted, or submitted without evidence after a test case involving the same issue 
had been decided adversely to the importer’s contention by the United States Court 
of Customs Appeals, and it cannot be said that a protest is fictitious when there is 
sufficient merit in the issue to carry it to the court of last resort. When an issue is 
first presented to the Board, a test case is usually made up for trial, and, after a decision 
by the Board, either party may appeal to the United States Court of Customs Appeals 
for a review of the law and facts invo! ed. Several months usually elapse before the 
issue is finally decided, and, in the meantime, the importers file a similar protest on 
each incoming importation of the same class of goods, in order to protect their rights 
and interests. These protests are all held on the suspended files of the Board until 
the test case is decided. If the decision is adverse to the importer’s contention, the 
suspended protests are abandoned, defaulted, or submitted without evidence. I 
do not consider such protests fictitious.” 


Briefs and statements filed with the Senate Committee, 63d Cong., on H.R. 
3321, Vol. III, p. 2208. 
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or payment,” and provides that protests shall be deemed to be 
finally abandoned and waived unless there is deposited within 
thirty days ‘‘a fee of $1 with respect to each protest.” 

Paragraph M, dealing with protest fees in appraisement cases, 
as reported by the House, provided for the payment of $1 “with 
respect to each appraisement objected to,” but was changed by 
the Conference Committee to read: ‘‘A fee of $1 for each entry,” 
thus giving the importer wider latitude. The law provides that 
in both classification and appraisement cases the protest fee shall 
be returned to the importer in the event that his protest is finally 
sustained in whole or in part. 

Immediately after the passage of the tariff act the question 
arose whether the importer must deposit a fee of $1 for each en- 
try covered by a protest, or whether a fee of $1 only is chargeable 
on each protest. The Treasury Department issued a letter on 
October 27, 1913 (T.D. 33817), interpreting the law as requiring 
the payment of a dollar fee for each entry. The importers con- 
tested this ruling and brought a test case before the Board of the 
United States General Appraisers, which rendered a decision" in 
their favor. The government appealed to the Customs Court, 
but that tribunal affirmed? the Board’s findings. 

For years it has been the practice to include more than one 
entry in a single protest. An entry may, and frequently does, 
consist of more than one invoice, each invoice containing a num- 
ber of different articles of merchandise. Since the nine general 
appraisers are divided into three boards of three members each, 
and since particular subjects are assigned to the respective boards, 
it is the practice of lawyers handling customs cases to file separate 
protests for each class of merchandise. Although the decision of 
the Customs Court is not specific on this point, it is taken for 
granted by brokers and attorneys that the ruling permitting the 
consolidation of two entries into a single protest does not con- 
template that a single fee of $1 may cover an indefinite number of 
entries, each consisting of a great many invoices enumerating a 

*In the Matter of Protest of Joseph F. McCoy Co., decided December 12, 1913 
(T.D. 33981; G.A. 7515), Treasury Decisions, Vol. XXV, No. 25. 

2U.S.v. McCoy Co. (T.D. 34445) decided May 4, 1914. 
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dozen or more different articles. Were this to be permitted the 
protest-fee provision in the 1913 tariff act would prove a boom- 
erang, for an importer could limit his entire protest-fee expenses to 
$12 or $13 a year by making it a practice to file one omnibus pro- 
test every thirty days covering all entries accumulated during the 
preceding month. By an arrangement of this kind the importer 
would probably have the major part of his $12 returned to him, 
because it is reasonable to suppose that in each case at least one 
item on the protest would be sustained. The prevailing opinion 
is that a single protest, filed within the statutory time of thirty 
days, may cover a number of entries, provided, however, that it 
involves only a single issue.’ 

It was the Senate Finance Committee that inserted in the 
tariff act a provision declaring unlawful any agreement for a con- 
tingent fee in customs cases. Compliance with this provision was 
made a condition precedent to the validity of the protest and to 
any refund thereunder, and a violation of the prohibition was 
made punishable by a fine not exceeding $500, or imprisonment 
for not more than one year, or both. The purpose of this legisla- 
tion was to make more effective the accomplishment of results 
that were to be obtained from the exaction of a protest fee, namely, 
the discouragement of litigation, speculative in character, and fre- 
quently of little or no merit. Heretofore the absence of any restric- 
tions to the filing of protests induced customs brokers and lawyers to 
file protests ad nauseam. The more protests they filed, the greater 
were the possible refunds. Importers never objected to their 
attorneys filing a protest for them, for they had nothing to lose, 
because under the contingent-fee system no attorney’s charge was 
made in the event the case was decided against them.? 


* See Treasury Department letter of June 13, 1914 (T.D. 34541). 


2 The prohibition of contingent fees was strongly advocated by James F. Curtis, 
Assistant Secretary of the Treasury, in charge of the Customs Bureau, and by Winfred 
T. Denison, Assistant United States Attorney-General—the latter chairman of Presi- 
dent Taft’s commission which investigated the structure, methods, and practices of 
the Board of United States General Appraisers. They filed a memorandum on the 
subject saying that the prohibition would “‘destroy illegitimate customs litigation, 
of which heretofore there has been a great mass.” They declared that such litigation 
is, in the main, without substantial merit because its purpose usually is to get refunds 
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The importers, in arguing against the prohibition of contingent 
fees, contended that “there should be no restriction upon the 
proper interpretation of the law” and expressed the view that the 
prohibition might sometimes amount to class legislation, because 
the well-to-do importer can hire an attorney and fight his case, 
while his less fortunate competitor can do nothing to correct the 
evil that is done him by the assessment and collection of excessive 
duties which may be clearly illegal. 

Leading customs attorneys declare that the prohibition has not 
caused and probably will not cause, in the long run, a decrease in 
their incomes. In short, it is assumed that the attorney’s regular 
clients, large firms doing an import business, will pay about the 
same as they did under the old system. In making out bills for 
services, lawyers will figure on the old basis, but instead of demand- 
ing, let us say, $579.31 will send a bill for an even $600 or $550. 
There can be no doubt, however, that the occasional importer, the 
smali man, will be made to suffer, for under the old system any 
one of a number of lawyers would have been glad to handle his 
case without retainer, while under the new law he will be obliged 
to engage an attorney, pay him for his services, and take his chance 
of winning or losing the case. It is manifest that in instances 
where the amount involved is small, importers will be reluctant 
to pay protest fees and lay out money for legal services. 


IV 


The provision in the tariff act that has given most trouble 
and was the cause of the greatest anxiety to the administration in 
Washington is subsection 7, paragraph J, section IV, providing 
that a discount of 5 per cent on all duties imposed shall be allowed 
on goods imported in vessels of American registry, provided that 
nothing in this subsection shall be so construed as to abrogate, or 
in any manner impair or affect, the provisions of any existing treaty. 
On the face of it, the provision was inserted in deference to ship- 


for importers who have already reimbursed themselves out of the consumer. “The 
excess of duties,’ they insisted, “‘goes into the selling price and is recovered in that 
form by the importers out of the public. It is paid twice to the importers, once by 
the public as consumers and then again by the public as government.” 
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subsidy advocates. As originally introduced in the House, there 
was no qualifying proviso. The Senate, believing that the grant- 
ing of a rebate on goods shipped in American vessels would conflict 
with existing treaties and conventions, and result in unpleasant 
international complications, rejected it in its entirety. The Sen- 
ate Finance Committee, in striking out the discount provision, 
declared that it was in contravention of some nineteen or twenty 
treaties, and called attention to the fact that it had not been pre- 
ceded by the courtesy of a notice of revocation, and had already 
called forth protests from a great many foreign nations. 

In conference, however, the qualifying proviso was added to 
the mandatory provision. In the opinion of many, the addition 
of the proviso made the subsection inoperative by reason of the 
fact that the rebate could not be granted to American vessels 
without impairing treaties, and that being the case, the discount 
could not be given. Immediately upon the passage of the act 
importers began applying for a rebate, and before customs col- 
lectors had time to act the Treasury Department issued a ruling 
that no rebate was to be allowed. This order was promulgated 
after the Attorney-General had rendered an opinion on the subject 
to the head of the Treasury Department. This opinion, strange 
to say, has never been made public. Importers filed protest after 
protest, their attorneys arguing in their briefs: (1) that the manda- 
tory provision accorded the rebate to goods shipped in American 
bottoms, and (2) that by virtue of the qualifying clause a like 
discount must be given to goods shipped in vessels of a foreign 
country with which we have “most-favored-nation” treaties, for 
else we should be impairing such treaties. The case finally got 
to the Board of United States General Appraisers which rendered 
a curious decision? holding that only American vessels are entitled 
to the rebate, and no other. This decision came as a surprise to 

t (T.D. 33847.) The instruction to collectors states that the Attorney-General 
has advised that ‘“‘the 5 per cent discount to American vessels only, which was the 
primary object of the subsection, cannot be given without impairing the stipulations 


of existing treaties between the United States and various other powers, and that 
consequently the subsection, by the express terms of the proviso, is inoperative.” 


2 Vol. XXVI, No. 11 of Treasury Decisions (T.D. 34246; G.A. 7540), decided 
March 6, 1914. 
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counsel representing the government and the importers, and it 
evidently pleased no one, excepting perhaps Chairman Underwood 
of the Ways and Means Committee, with whose views the Board’s 
decision coincided. The case has been taken to the Court of 
Customs Appeals where it is now pending. The case is of such 
magnitude that the administration has thought it desirable to 
have the questions involved passed upon by the Supreme Court 
of the United States. Consequently, an act was passed on August 
22, 1914, permitting appeals in customs cases where the issue 
pertains to a constitutional or treaty question, or upon petition 
of the Attorney-General declaring it expedient to have a review 
by the Supreme Court.' Should the importers win out finally it 
will spell an annual horizontal reduction of the revenue by 
approximately $20,000,000. 


V 


To the end that the government’s arm may be strengthened 
in its labor of preventing fraud upon the revenue, there was incor- 
porated in the new tariff act a clause providing that the arrival, 
within the territorial limits of the United States, of any merchandise 
consigned for sale and remaining the property of the shipper or 
consignor, and the acceptance of a false or fraudulent invoice 
thereof by the consignee or agent of the consignor, or the existence 
of any other fact constituting an attempted fraud, shall be deemed 
to be “an attempt to enter” such merchandise, notwithstanding 
that no actual entry has been made or offered. According to 
attorneys considered authorities on customs law, the application 
of this provision may strike an innocent person, who, without 
his knowledge, may be sent an invoice which is fraudulent. Of 
course, it is to be presumed that government officials will not 
invoke this provision in such instances, but will use it only in cases 
where there is reason to believe that the importer connived at or 
abetted an attempted fraud. Still the potential liability of innocent 
persons exists. 

The insertion into the act of the phrase, “the arrival within 
the territorial limits of the United States,” is directly traceable 


* An act to amend section 195, Act of March 3, 1911, relating to the judiciary 
(Public No. 180, 63d Cong., S. 6116). 
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to the experience of customs officials in the Panama hat under- 
valuation cases. It was found that in one case an importer who 
had undervalued his goods had a large lot of hats in bonded ware- 
house for which he had not made entry. The government tried 
to seize the goods on the ground of fraud, but the importer resisted 
the attempt in the courts by holding that goods in bonded ware- 
house are not actually in the commerce of the country, and that 
before he presented the formal entry papers at the custom-house 
there was no telling whether or not he would place the correct 
valuation on the goods. In the lower courts the importer’s 
contention was sustained, but the United States Supreme Court, 
on a final review, upheld the government’s position. The decision" 
was rendered subsequent to the passage of the tariff act. 

Another point at which the customs administrative act was 
made more stringent is seen in paragraphs O and P of section III 
which give collectors, appraisers, and general appraisers authority 
to examine, under oath, owners, importers, and consignees respect- 
ing the classification or dutiable value of merchandise under con- 
sideration. The failure to appear or the refusal to answer questions 
was formerly punishable by a fine of $100. The new tariff makes 
the penalty from $20 to $500. Furthermore, it gives customs officers 
power to cite and question importers not only in respect to the value 
or classification of goods under consideration, but also in regard to 
goods “previously imported within one year.”” This amendment 
to the law is considered of great importance, because it affords the 
government a wider latitude in the conduct of its inquiries. 

The new tariff also provides that, in all proceedings for the 
recovery of the value of merchandise imported contrary to any 
act providing for the collection of duties, the burden of proof 
shall be on the importer. The purpose of this provision is to 
stren.then the government’s position in the prosecution of frauds. 


VI 


An innovation in respect to the drawback provisions of the 
tariff was effected by granting permission to cigar manufacturers, 
operating bonded factories, to sell for home consumption cigars 


U.S. v.25 Packages of Panama Hats (231 U.S. 358), decided December 1, 1913. 
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made of imported tobacco leaf. This privilege is not accorded to 
any other class of manufacturers. 

Technically speaking, drawback is the refund of duties, less 
1 per cent, that have been paid on raw material, upon the exporta- 
tion of the products in the finished state, proper evidence being 
presented for the identification of the goods used. The 1 per 
cent is intended to reimburse the government for clerical work 
and incidental expenses in connection with the administration of 
the law. As a matter of fact it costs the government considerably 
more. The object of drawback laws is to encourage manufactur- 
ing for export, American labor being given an opportunity to 
convert foreign raw materials into finished products.’ 

In addition to the regular drawback provision, the law provides 
for the licensing of so-called bonded warehouse factories. To 
these factories imported merchandise is admitted without the 
payment of duty. The law requires, however, that in each case 
a customs employee, called a storekeeper, shall be assigned to 
such factory, that he be on duty at all times when the factory is 
open, and that at the end of the working day he, the storekeeper, 
shall lock up the premises and take the keys with him. The owner 
of the factory must pay the government for the services of the 
storekeeper, his salary usually being about $1,400 a year. Under 
the old tariff all goods manufactured in such bonded warehouses 
had to be exported. The new tariff re-enacts this provision, 
making an exception in the case of cigars. 

For a large manufacturer, it is an advantage to operate a 
bonded factory instead of runring an ordinary shop and collecting 
drawback on imported materials used in the articles exported. 
In the first place, experience shows that the $1,400 paid a store- 
keeper is far less than 1 per cent of the total duties, especially in 
case where the manufacturer is a large user of imported products. 
In the second place, the man who does not operate a licensed fac- 
tory must lay out large sums of money in customs duties, the 


t According to figures compiled by the Department of Commerce, American 
manufacturers have received in the last decade nearly $50,000,000 in drawback pay- 
ments. In 1883, the amount thus paid was $2,250,000; in 1893, $3,330,000; and in 
1913, $4,500,000. The largest amount of drawback paid in any single year since 
1883 was $8,500,000 in 1885. 
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return of which is made only several months later when he is 
ready to export the finished product. In case of the bonded factory 
the manufacturer does not pay any customs duties whatever. 

The Senate Finance Committee, at the suggestion of Treasury 
Department officials, proposed increasing the 1 per cent retention 
of duties to 3 per cent, but this amendment was rejected by the 
Conference Committee. For some years prior to the act of 1890 
the drawback paid was 90 per cent, the government retaining 
10 per cent of the duties. Many manufacturers, in fighting the 
proposed increase to 3 per cent, stated that the 2 per cent difference 
was so large, while their margin of profit was so small, considering 
the foreign competition, that they would be forced to give up 
business entirely or move their plants to Canada in the event 
that the 3 per cent rate was adopted. 

The provision relating to cigars states that they may be with- 
drawn for home consumption upon the payment of duties on the 
imported tobacco used in their manufacture, and the payment of 
the internal revenue tax accruing on such cigars in their condition 
as withdrawn. The law further provides that the boxes containing 
such cigars shall be stamped to indicate their character, the origin 
of the tobacco from which they are made, and the place of manu- 
facture. In other words, the cigars manufactured in these bonded 
factories must be packed in boxes upon whic* is affixed a govern- 
ment label stating that the cigars contain Cuban tobacco to the 
exclusion of all other tobaccos. It is obvious that this stamp 
has a distinct advertising value; and a number of manufacturers 
have already taken advantage of it, some of them going to the 
extent of having posters printed representing Uncle Sam as 
supervising and approving the output of their plants. 

In support of the provision, it was stated that the act sought 
to protect the consumer of cigars from misrepresentation, by 
affording him means for knowing that the cigars bearing the govern- 
ment stamp are “‘clear Havana” cigars not only in name, but in 
fact, and that Connecticut wrappers did not enter into their mak- 
ing. Furthermore, this provision makes it possible for consumers 
to obtain in this country absolutely clear Havana cigars without 
being obliged to buy those manufactured in Cuba, the duty 
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upon which is so high that the price is prohibitive to the average 
smoker. 

The report of the Senate Finance Committee states that the 
cigar paragraph would “enable independent manufacturers of 
tobacco to have better chances with the tobacco trust.” Just 
how, is not explained, and it is doubtful if there is an explanation, 
the trust question having absolutely nething to do with it; particu- 
larly inasmuch as the tobacco trust may avail itself of the provi- 
sion under the same terms as its smallest competitor, who, because 
of limited means, is not likely to take advantage of it. 

There is no good reason why the right to sell for home consump- 
tion the articles manufactured in bonded warehouse factories should 
not be extended to other, if not to all, products, besides cigars, 
proper supervisory measures being taken to insure the payment 
of duties on goods not exported. 

Cigar manufacturers have found it very profitable to open these 
bonded factories. Not only does the advertising value of the 
government stamp mean larger sales and larger profits, but the 
new tariff act permits of larger saving in the cost of manufacture 
by reason of the fact that bonded manufacturers are required to 


pay customs duties only on the actual quantity of tobacco that 
enters into the cigars, and they may export the scrap. Manu- 
facturers who do not operate bonded factories cannot avail them- 
selves of this saving, for they must pay duty on the whole tobacco 
as it reaches port. 


VII 


Among the proposals made by the House and rejected by the 
Senate were: (1) vesting the Secretary of the Treasury with power 
to determine the existence or non-existence of a foreign market; 
(2) the registry of commissionnaires or purchasing agents in each 
of the United States consulates abroad; and (3) the “dumping” 
clause, which provided that “if the export or actual selling price 
to an importer in the United States, or the price at which such 
goods are consigned is less than the fair market value of the same 
article when sold for home consumption in the usual and ordinary 
course in the country whence exported to the United States, at 
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the time of its exportation to the United States,” there shall be 
levied an additional duty equal to the difference between the 
export price and the market value. 

The first of these was chiefly objected to on the ground that the 
work of determining the existence of a foreign market would 
undoubtedly be delegat-d to the special agents whose work in 
the past has not been free from adverse criticism, and in whom 
importers do not place much confidence. Furthermore, it was 
felt the provision placed great power in the hands of a secretary—a 
condition considered undesirable. 

The registry of commissionnaires was opposed on the plea that 
it proposed to give our government what was closely akin to 
extra-territorial jurisdiction in foreign countries, which would be 
resented. 

The ‘‘dumping”’-clause idea was borrowed from the Canadian 
tariff. It was stricken out of the House bill for the reason that 
it was feared that under an unfriendly administration it was capable 
of being used as a means for increasing the tax upon dutiable 
articles by 15 per cent, and of putting on the free list articles 
dutiable at less than 15 per cent. 

It is to be regretted that Congress did not act upon the sugges- 
tion of Messrs. Curtis and Denison that provision be made for the 
issuance of proclamations, establishing in advance fixed values 
for duty purposes upon all merchandise susceptible of standard 
definition. At present, some such practice exists informally in 
schedules known as the Limoges china rate list, the St. Gall stitch 
rate card, and the Nottingham lace schedule, which, however, are 
merely advisory and have not the effect of law. 

The proposal was to authorize such lists and give them the force 
and effect of law, making the proclaimed values the dutiable values 
irrespective of fluctuations in actual markets. The proclaimed 
values were to approximate the normal foreign market values so 
far as practicable. The desirability and necessity of such a provi- 
sion lies in the importance of preventing the extension of the 
ad valorem system from carrying with it a corresponding extension 
in the evils (already excessive) of the existing appraisement system, 
while still accomplishing what is understood to be the essential 
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purpose of the ad valorem items in the Underwood tariff, namely, 
that cheap goods should not carry the same tax burden as expensive 
goods. 
VIII 

It is unfortunate that Congress did not undertake a revision 
of the laws governing the appraisement of merchandise and did 
not reconstruct the provisions affecting the Board of United States 
General Appraisers. The opportunity for doing so was particularly 
timely, the facilities offered for carrying on the work properly 
being exceptionally good by reason of the fact that simultaneously 
with the introduction of the tariff bill in the House, there appeared 
two separate reports of two distinct commissions, one dealing 
with the appraisement of merchandise and the other with the 
structure, practices, methods, and procedure of the Board. It 
is not contended that the recommendations of these investigators 
should have been adopted in toto, but undeniably the documents 
referred to would have served as an excellent basis for legislation. 
Interest in these reports was so widespread and pronounced at 
the time, and the government officials who conducted the inquiries 
and the importers and customs brokers who figured as witnesses 
were so keenly interested in the subject, that they were in a better 
position to argue and discuss the matter then than they are likely 
to be in the future. Furthermore, the vulnerable spots in the law 
affecting appraisements and the work of the Board are so numerous, 
and abuses have existed so long, that legislation designed to remedy 
conditions should not have been indefinitely postponed. 

The Finance Committee of the Senate inserted in the tariff bill 
a provision calling for the appointment of a joint committee of the 
two Houses for the purpose of investigating the revenue adminis- 
trative laws with the view of simplifying, harmonizing, revising, 
and codifying the same, and te make a final report with recom- 
mendations not later than February 1, 1914. The Conference 
Committee rejected this amendment, and wisely so. It is extremely 
doubtful whether Congress would have passed a bill prepared by 
the committee, had such a committee been appointed in the man- 
ner proposed; and it is equally doubtful whether Congress will 
legislate on the subject in the near future. In all likelihood the 
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matter will not be considered until such time as Congress determines 
to wrestle with another tariff act. 

A serious omission in the revision of the customs administra- 
tive features of the tariff law is found in the failure to take any 
action in regard to the tea law of 1897. While the government 
does not derive any revenue from tea, the cost of administering 
the law is exceptionally large, considering the employment of 
expert tea tasters and examiners, the work of the Board of Tea 
Appeals, and the expenses of the Board of Tea Experts. In recent 
years the handling of tea imports has been exceedingly trouble- 
some, vexatious, and costly. There is no good reason why the 
examination of teas should be in the hands of the Treasury and not 
under the control of the Department of Agriculture, which passes 
upon the purity and fitness of all other food products, imported 
or traded in under interstate commerce. It is to be hoped that 
Congress will soon take action looking toward the transfer of the 
work to the proper department of the government. 

Changes brought about in the tariff schedules by placing on 
the free list a number of articles heretofore dutiable will result in 
a reduction of the cost of administering the customs laws. Govern- 
ment employees who were formerly engaged in the examination 
of merchandise for the pupose of determining values, and those 
who were assigned to weighing goods, will now be shifted to other 
work. This economy will result from the fact that under the new 
law there is to be no weighing of wool or coal, no measurement of 
lumber, and no appraising of cattle. 

In view of the fact that the revenue to be derived from the new 
tariff will be far below that obtained under the old, the Treasury 
Department is alive to the necessity of reducing the cost of adminis- 
tration. For that reason efforts are being made to devise better 
and more efficient methods. Recently a conference’ of collectors 
of customs was held at which various problems of administration 
were discussed. The Secretary of the Treasury also recently 

t The first conference of collectors was held at New York, November 3-10, 1913. 
The questions discussed are published in Treasury Decisions, Vol. XXVI, No. 15 


(T.D. 34338). The second annual conference of collectors of customs was held in 
New York, September 14-19, 1914. 
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announced the appointment of an efficiency board whose duty it 
will be to investigate conditions at the various ports with the view 
of installing more uniform and economical methods. 

The customs administrative features of the tariff have been 
considerably improved by the law of 1913, notwithstanding the 
fact that the reforms consummated were not so comprehensive as 
they might have been. Although, as pointed out above, the con- 
servation of the customs revenue is largely dependent upon strict 
rules of administration, it must not be forgotten that an essential 
factor in the enforcement of the laws is the character and ability 
of officers appointed to important places in the service. The 
frauds unearthed and prosecuted during the last administration 
had been committed many years before Secretary MacVeagh and 
Collector Loeb took office. Their predecessors lacked ability or 
courage or the support of the administration in Washington, and 
for that reason did not bring the dishonest importers to terms. 
This is mentioned only for the purpose of showing that stringent 
laws are, in themselves, of little value, unless officials whose sworn 
duty it is to enforce them have the necessary capacity and force. 
Collectors of customs who owe their appointment to political 


favoritism or expediency, and who use their office as a stepping- 
stone in an ambitious public career, cannot be expected to, and 
never do, give an efficient administration. 

I. NEwron HOFFMANN 


New York City 





THE FARMERS’ ELEVATOR MOVEMENT 
I 


It is common knowledge that a considerable portion of the 
product of our grain-growing states is shipped to the central 
markets each year for milling and for distribution to the final 
consumers. Statistics for the principal grain states show the fol- 
lowing average percentages of the total crop to have been shipped 
out of the county where grown between 1900 and 1910: 


TABLE I* 


Corn Wheat Oats 
1o-Year Average 10-Year Average ro-Year Average 
Percentage Percentage Percentage 








41 44 
20 33 
12 67 

2 79 
23 75 
38 64 
21 72 














* Compiled from yearbooks of the United States Department of Agriculture. 


Most of the enormous quantity of grain shipped enters the 
market through elevators, one or more of which will be found at 
every railroad station in the grain-producing sections of the country. 
At present there are three types of elevators which perform the 
service. These are owned and operated by (1) independent 
dealers, (2) line elevator companies, and (3) farmers’ elevator 
companies. The independent dealers are individuals, partner- 
ships, or corporations owning one or at most only a few elevators. 
The farmers’ elevator companies are corporations whose stock- 
holders are chiefly farmers. Such a company as a rule confines 
its business to the locality in which its stockholders reside. A line 
elevator company is one having a number of country elevators 
located at various stations, frequently along one line of railroad. 
The number of elevators controlled by one company is at times 
very great, reaching six hundred or more. 


872 
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The grain purchased by these country elevators must be disposed 
of in the primary markets. The largest line elevator companies, 
receiving vast quantities of grain from their various country 
elevators, can best accomplish this by selling the grain on the 
floor of the exchange through their own representatives. The 
independent dealers and the farmers’ elevators, however, cannot 
sell their grain directly on the exchange, but must employ the 
services of commission men as intermediaries. For their services 
the commission men receive a straight commission of so much 
per bushel for all the grain they sell. Agents are sent out by them 
to solicit business from farmers’ elevator companies and inde- 
pendent dealers. The grain thus sold on the exchange is purchased 
by millers or by the big terminal elevator companies. 

The purchasers at the primary markets buy the grain on 
“to arrive” contracts or “on track.” In the former case large 
sales of from ten to a hundred thousand bushels are made, the 
grain to be delivered within a specified time. The country elevators 
will then make shipments of grain which will be applied on the 
“to arrive’ contracts as the grain reaches the market. In case 
the sale is made “on track”’ the grain is shipped from the country 
elevator unsold. Upon its arrival in the primary market it is 
sold while it is yet on track in cars. The person making the pur- 
chase is then given the car numbers, after which the railroad 
receives orders to switch the car to the purchaser’s warehouse. 
The grain is there unloaded under the supervision of the state and 
the weighing is done by a state official. Payment is then made 
for the grain on the basis of these weights. 

The country elevator, however, is not obliged to sell its grain 
immediately on the arrival of the grain at the primary market. If 
conditions for a sale appear to be unfavorable it may order its grain 
to bestored. This can be done in the so-called public elevators or 
warehouses. These elevators are large storehouses for grain in which 
an individual may have his grain deposited if he does not choose to 
dispose of itimmediately. In return he receives a receipt specify- 
ing the amount, kind, and quality of grain which has been stored. 

All public elevators are required by law to accept grain for 
storage to the extent of their elevator capacity. The grain may 
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then be kept in these storehouses as long as storage charges are 
paid. Whenever the owner of the grain desires to dispose of it 
he notifies his commission man, who then sells the grain “in store.” 
The receipt of the company operating the public elevator is then 
indorsed to the purchaser, who thus receives a title to the amount 
of grain indicated by the receipt. 

The evolution of the present system of marketing grain as 
outlined in the preceding paragraphs was one of constant struggle 
between conflicting interests. It is the purpose of this study to 
discuss the main events in connection with the rise of the farmers’ 
elevator movement and its fight against the large line elevator 


companies. 
A. LINE ELEVATOR SYSTEMS 


A quarter of a century or more ago a large number of the country 
elevators were owned and operated by farmers’ organizations, 
many of them on a co-operative basis. As a result of mismanage- 
ment and other difficulties practically all of them failed after but 
a few stormy years of operation. Almost the entire field of country 
grain-buying was then left to the independent dealers, who estab- 
lished several elevators at nearly every station in the grain-growing 


sections of the country. 

Competition among these buyers generally became very keen. 
To increase the competition in good crop years there would fre- 
quently be found at stations a number of track buyers, popularly 
called “scoopers.”” These track buyers owned no elevators but 
purchased the grain in the farmer’s wagon and had it loaded directly 
into cars. Under these conditions the farmer had no difficulty 
in disposing of his grain. When he arrived in town with grain 
to sell the different buyers would gather about his load and bid 
against one another. The farmer would sit quietly by and listen 
to the bidding, finally selling to the one offering the highest price. 

Quite naturally this keen competition caused many financial 
failures among grain-buyers. They frequently paid a considerably 
higher price for the grain than it was actually worth. They also 
had a number of other difficulties with which to contend, which 
would occasionally bring about considerable losses when they had 
made their purchases on apparently safe margins. Losses would 
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at times result from dealing with dishonest commission men, 
through whom their grain was disposed of in the primary markets. 
Weighmasters at the large grain centers would also at times defraud 
these grain-buyers by giving them dishonest weights. Another 
loss, which at times was quite considerable, was sustained because 
of leaky cars, which would waste large quantities of grain while 
it was being shipped to the primary market. 

-Some of these difficulties were of such a nature that they could 
be partially remedied by united action. It was seen that inspectors 
and agents representing the country grain-buyers could do much 
to overcome the fraudulent practices of weighmasters and com- 
mission men. Steps could also be taken to require the railroad 
companies to furnish cars in proper condition for the transporta- 
tion of grain so the dealers would not need to sustain the large 
losses resulting from leaky cars. State associations of grain- 
dealers were therefore formed in a number of states. These asso- 
ciatious engaged private inspectors and weighmasters to look after 
the ‘nterests of their members in the large grain centers. These 
men were able to check to a large extent the abuses which had 
formerly been practiced, and, as a result, country grain-buying 
could be conducted on a safer basis, since a number of the elements 
of risk were largely eliminated. In addition to dealing with the 
railroads in regard to leaky cars the associations were also able to 
make advantageous shipping arrangements with them. 

Having been successful to such a great extent along these lines, 
the associations attempted by united action to further the interests 
of their members along other lines. The track buyers had, as a 
rule, been looked upon with a great deal of disfavor by the elevator- 
owners. These track buyers were in the business only temporarily, 
when conditions were the most promising. They had very little 
capital invested and paid no taxes in the community. Therefore, 
in some respects, they possessed certain advantages over the regular 
grain-buyers, who had a considerable amount of capital invested 
in elevators and storehouses. It was but natural, therefore, that 
the regular grain-dealers should desire to eliminate the “scooper.” 
In order to bring about this end, the associations passed resolutions 
asking commission men to refuse to handle grain from men who did 
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not own elevators. To lend emphasis to these resolutions they 
further resolved that all members should refuse to ship grain te 
commission firms which continued handling the business of track 
buyers. Fearing the ruin of their business, the commission men 
almost invariably refused to accept consignments from track 
buyers. To handicap further the latter, who might still make 
shipments to mills and other scattered customers, the associa- 
tions managed to induce the railroads to formulate a rule refusing 
cars to shippers unless the individual requesting the car could 
show his grain on the right-of-way of the railroad ready for shipping 
at the time when the car was ordered. This, of course, was 
practically impossible for the track buyer to do, since it would 
require some time for the car to arrive after it was ordered, and 
the track buyer had no place in which to store his grain during that 
period. 

Having thus almost completely eliminated the most irritating 
form of competition, it was an easy step for the associations further 
to restrict competition among their own members within limits 
which would give them a reasonable profit after paying expenses. 
Thus far the associations of independent dealers had been able 
to cope successfully with the trying situations in which they had 
found themselves. 

During the late eighties, however, a situation was developing 
which was destined to revolutionize conditions in country grain- 
buying. Large grain syndicates were being formed. These were 
headed by exporters or commission firms and backed by large 
capital. Each syndicate as a rule operated along only one line 
of railroad. With this line of railroad the syndicate usually had 
some connections which would bring to it decided advantages in 
its shipments of grain. Frequently the managers and heaviest 
investors in the syndicates would be stockholders or directors of 
railroads. 

Senator Robert M. LaFollette, in an address before the Senate 
of the United States, June 25, 1906, pointed out some of the 
close connections existing between certain large elevator concerns 
and some railroads. In the course of his remarks he quoted’ the 

* Congressional Record, XL, Part 10, p. 9093. 
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following letter which he had received from John W. Thomas, 
railroad commissioner of Wisconsin: 

Instances of officers or employees being interested in shipment of freight 
over the line of railroad with which they are connected is illustrated by the 
Northern Supply Company located at Emery, Wisconsin, on the Minneapolis, 
St. Paul & Sault Ste. Marie Railway Company’s line. At the same time I 
made the investigation over one-fourth of the stock of this company was owned 
by the claim agent and assistant solicitor of this railway company and one- 
fourth was owned by the son of the second vice-president and general manager 
of the road; three shares of stock were owned by the father-in-law of this 
son; the remaining shares were owned by two employees in the service of this 
company. The information furnished me showed that every private elevator 
company on this line had been forced out of business where it competed with 
the Northern Supply Company. 


Mr. LaFollette also pointed out that Mr. Armour, of the Armour 
Elevator Company, was one of the heaviest stockholders and one 
of the directors of the Chicago, Milwaukee & St. Paul Railroad. 

As a result of these connections with the railroads the syndicates 
became favored shippers, receiving more prompt and satisfactory 
service as well as cheaper rates than their competitors. Investiga- 
tions by the Interstate Commerce Commission revealed another 
type of railroad favoritism. It was shown that certain large grain 
concerns would receive notice of a proposed advance or cut in 
freight ra.-3 on grain on the Chicago, Milwaukee and St. Paul 
Railroac These notices would be given some time before the 
change in rates would take effect, and the grain-dealers would be 
able to profit by gauging accordingly their purchases and sales of 
grain as well as their shipments. 

In addition to their numerous country elevators the syndicates 
also, very frequently, own large storage elevators at the grain 
centers or primary markets. Their grain may then be shipped 
directly to the terminal elevators, thus dispensing with the services 
of commission men and thereby avoiding the regular commission 
charges of 1 cent per bushel which is paid by individual dealers. 

These syndicates found the way toward a control of the grain 
marketing already well prepared for them by the grain-dealers’ 
associations mentioned above, and with their increased advantages 
and powers they could soon make the control complete. These 
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syndicates operated so many elevators that by acting together they 
could practically dictate prices to be paid for grain. Even though 
they entered a point already provided with elevators they soon 
gained sufficient control to determine what price the farmer should 
be paid for his grain, in so far as it is possible for a monopoly to 
fix prices. Before locating an elevator at such a point, the syndicate 
would usually offer to buy an elevator from a dealer already estab- 
lished there, offering him a rather low price for his property. If the 
dealer refused to sell they would threaten to build a new elevator 
and “run him out.” The threat would also, as a rule, be fulfilled, 
and the old dealers would be forced either to quit business or to 
work in harmony with the syndicate." Hundreds of grain-dealers 
in the upper Mississippi Valley were forced into compliance with 
the requests of the syndicate when financial ruin stared them in 
the face. Some had the courage to keep up the hopeless struggle 
with the syndicates until their private fortunes were practically 
swept away, after which they were forced to give up the vain 
attempt and retire from the grain business. The syndicates, 
however, usually wished to retain one or more independent dealers 
at each station after these had been brought into perfect submission. 
The appearances of competition would thus be kept up and less 
opposition to the situation would be developed, while perfect control 
would still be retained in the hands of the syndicates. 

When the control of the country grain-buying by the large 
syndicates was complete, conditions in the industry had undergone 
a radical change. The farmer with grain to sell was no longer 
master of the situation. Instead of having a large number of 
grain-buyers gather about his load, when the grain was brought 
to town, eagerly outbidding one another to secure the coveted 
grain, he was now forced to go to the offices of the different elevators 
to inquire as to the price of grain. At each of these places he would 
receive the same report. The managers of the different elevators 
seemed no longer desirous of purchasing the farmer’s grain, but, 
on the other hand, would appear sullen and indifferent. It was 
natural that no particular desire for the grain should be manifested 
as the profits would usually be pooled, the returns to the individual 

* See American Co-operative Journal, March, 1906, p. 9. 
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grain-buyer being practically the same regardless of who might 


make the purchase. 

Being owners of warehouses at the primary markets, the line 
elevator companies had a great advantage over other grain-buyers. 
Whenever it became necessary for them to store their grain they 
would store it in their own warehouses and so pay storage charges 
to themselves. Other grain-buyers, however, having no ware- 
houses, would be forced to pay storage charges to their own com- 
petitors when it became necessary for them to store their grain. 
Mr. John Hill, Jr., stated the situation very clearly in a letter" dated 
January 2, 1907, written to Governor Charles S. Deneen, Attorney- 
General W. H. Stead, and State’s Attorney John J. Healy: 

In 1887 or 1888 the late P. D. Armour conceived the idea of combining 
the buying and selling of grain with the public warehousing of grain, so that 
he, as a grain-dealer, would be paying the storage to himself as a warehouse- 
man, and all competitors who were forced to use the public facilities provided 
by the state for the storage of grain would have to pay tribute to Armour if 
they used the houses which he was licensed to operate. Within five years 
Armour and the others who followed his plan had driven out every public 
warehouseman and since 1892 Chicago has not had a real public warehouse 
for the storage of grain. 

The public warehouses operate under licenses received from the state. 
They are created for the benefit of the grain trade, and should not be so 
operated as to give undue advantage to their own managers, who are supposed 
to be storers of grain and not dealers in grain. Therefore, in 1896, Judge Tuley 
granted an injunction which prohibited public warehousemen from storing 
and mixing their own grain with that of others who made use of the public 
warehouses provided by law. In affirming this decision the Supreme Court 
of Illinois made the following comment:? ‘The public warehouses established 
under the law are public agencies, and the defendants, as licensees, pursue 
a public employment. They are clothed with a duty toward the public. The 
evidence shows that defendants, as public warehousemen storing grain in their 
own warehouses, are enabled to, and do, overbid legitimate grain-dealers by 
exacting from them the established rate for storage while they give up a part 
of the storage charges when they buy or sell for themselves. By this practice 
of buying and selling through their own elevators the position of equality 
between them and the public whom they are bound to serve is destroyed, and 
by the advantage of their positions they are enabled to crush out, and have 
nearly crushed out, competition in the largest grain market in the world.” 

* Ibid., January, 1907, p. 13. 

2 Central Elevator Co. v. The People, 174 Ill. 208. 
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The quality of different lots of a given kind of grain will at 
times vary considerably. Owing to these variations different 
prices will be quoted on grain according to the different grades int: 
which it has been found convenient to classify grains. This syste: 
of grading grains gives to the warehousemen, who are also dealers 
in grain, excellent opportunities to reap enormous profits through 
fraudulent grading. The system of “rigid and easy inspection” 
is in common practice. By this is meant rigid inspection into an 
elevator and easy inspection out. Or, in other words, grain 
received at a warehouse is graded as low as possible, at times a 
grade or more lower than it should be; but, on the other hand, 
when grain is shipped from a warehouse it is graded as high as 
possible. Thus a person who stored grain at such a warehouse 
will receive an inferior quality in return. This will leave the very 
best grain in the possession of the warehousemen to be disposed of 
by them at the top prices. 

This condition was investigated by a committee appointed 
by the Bankers’ Association of North Dakota. This committee 
gave the report (Table II) showing the business of a single elevator 
for a period of three months. 


TABLE II 








Receipts 
ush 





99,711.40 | 196,288.30 
141,455.10 | 467,764.00 
No. 3 N 272,047.20 | 213,459.30 
No. 201,267.20 None 
116,021.10 | None 
59,742. None 





877,512.00 
12,733.10 





890,245.10 





The profits to this one elevator from thus raising grades during 
this period of three months were said to be $83,720. 69. 

While the foregoing figures are not official, they have, however, 
been quoted by close students of the grain situation, and have been 
accepted by them as illustrating conditions as they exist. Senator 
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McCumber of North Dako:: yvho has carefully studied the ques- 
tion of grading grain for a number of years, quoted the figures 
in an address before the annual convention of the Farmers’ Grain 
Dealers’ Association of Iowa, in 1908. They were also quoted by 
the United States Senate Committee on Agriculture and Forestry 
in its report’ on “Inspecting and Grading Grain Entering into 
Interstate Commerce.” 

The following quotations are also taken from the Senate report: 


That the inspecting and grading departments at these great terminals are 
subservient to, and dominated by, the great elevator interests is established 
beyond question. 

The terminal elevators buy in the grain, generally at a grade less than its 
true grade, mix it with other inferior grain and sell the same out at a grade 
higher than the true grade, thereby making the value of two grades. 

The independent buyers at the country elevators dare not trust their 
own judgment in the matter of grades, because they have no confidence in 
the grades at the great terminal markets where they must dispose of the grain 
purchased. From experience, however, they know that on the whole the 
grain will be graded lower than it is entitled to, and they are therefore compelled 
to resolve every doubt against the producer. 

In those sections where the great terminal elevators have their lines of 
smaller elevators throughout the country they are enabled not only to fix the 
price, but in many instances give instructions as to what the grain would 
probably grade. 


When the syndicates thus once secured a foothold they were 
able to reap enormous profits with which they could further extend 
their operations, and thus, through harmonious action, which was 
secured by means of the various grain-dealers’ associations, could 
practically monopolize the grain-buying business. The control 
of some of the largest of these line elevator companies extended 
over very extensive territories. Mr. Pettit, president of the Peavy 
Grain Co., testified before the committee of the Interstate Com- 
merce Commission,? which was investigating conditions in the 


™Senate Report No. 731, 6oth Cong. 2d sess., January, 1909. 


? The investigation conducted by the committee of the Interstate Commerce 
Commission was held in response to a Senate resolution introduced by Senator 
LaFollette which passed the Senate of the United States on June 25,1906. 

The committee conducted hearings at Chicago, Kansas City, Omaha, Des Moines, 
Milwaukee, Minneapolis, and Duluth, October 15 to November 23, 1906. Astonishing 
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grain trade, that the Peavy interests had something over six 
hundred line elevators throughout Minnesota, North Dakota, 
Nebraska, Iowa, and Kansas. 

The methods by which these line elevator companies were 
able to carry out their various plans by means of the associations 
of grain-dealers are clearly set forth in the case of State v. Omaha 
Elevator Co.* The referee’s findings of fact established the exist- 
ence of the Nebraska Grain Dealers’ Association for the advance- 
ment and protection of the common interests of those regularly 
engaged in the grain business in the state. Of the twelve hundred 
grain-dealers in Nebraska on April 1, 1905, about seven hundred 
belonged to the association, and about two hundred more were 
in sympathy with it. Membership was open to “any person, firm, 
or corporation conducting a reputable, regular, and continuous 
business of buying and selling grain, and having proper facilities 
for handling same,” and to “any regular grain-receiver, track 
buyer, terminal elevator, or commission merchant who conducts 
a reputable business and confines his business to the regular 
elevator operators ” A governing board, consisting of 
the president, secretary, and three members of the association, 
determined the eligibility of members, fostered the interests of the 
association in all ways, carried out its policy, and exercised absolute 
authority over individual members in all matters pertaining to the 
association. The referee’s report continues: “According to the 
evidence introduced by the state (there was no evidence intro- 
duced by the defendants) the main objects of said association 
were to fix, regulate, and control the prices of grain in this 
state; to put an end to competition in the grain business; and 
to drive out of business all irregular and independent dealers 
in grain. To accomplish the objects of said association as 
revelations were made during the hearings, which showed the close connections exist- 
ing between various railroad and elevator companies, as well as the methods practiced 
by the gigantic grain combines in crushing out competition and thus virtually monopo- 
lizing the country grain-buying business. 

Congress resolved to have three thousand copies of the testimony printed for 


disposal by its members. The testimony was then printed as Senate Document 
No. 278, 59th Cong., 2d sess. 


* 75 Nebraska, 655. 
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above set forth, various expedients were resorted to, some of 
which were as follows: (a) A price committee, consisting of per- 
sons chosen from the five leading corporation members of said 
association, was formed, whose business it was to fix the prices 
which should be paid for grain by the various members of said 
association throughout the state, and the other regular dealers 
who worked in harmony with said association. All such members 
and persons were notified by card what such prices were, and as 
members of such association and regular dealers they were expected 
and required to fix their bids for grain on the basis of the prices 
sent to them on the cards, and they were not to pay any more for 
grain than other regular dealers in the same locality. For the 
purpose of facilitating the business, the state was divided into 
thirteen districts, and it was the duty of some member of the 
association, selected for that purpose on account of his or its 
superior location and facilities for that purpose, to send cards to 
all the regular dealers in his district. The prices were changed as 
often as the fluctuations of the market made it necessary, some- 
times every day, and sometimes less often. The new prices always 
went into effect on the morning of the day succeeding the issuance 
of the cards, and never on the same day. In said manner and by 
said method uniformity of prices was maintained among the 
members of said association and other regular dealers over the 
state. Regular dealers were those in harmony with the purposes 
and objects of the association. (b) In a town where there were 
two grain-dealers, one or both of whom were ‘irregular’ and 
refused to abide by the price sent out on cards as aforesaid, 
the association resorted to various methods to force such dealers 
to become ‘regular.’ The committee of the association, or some- 
one appointed by it for that purpose, would send some person 
or persons to visit such irregular dealers, whose business it was to 
prevail upon such dealers to agree to abide by the prices fixed as 
aforesaid, and also to agree upon a division of the grain marketed 
at said station between them so that there would be no competi- 
tion between them in the purchase of such grain. In this the 
person or persons so sent out were generally successful. If a dealer 
at any point persisted in being ‘irregular,’ he was summarily dealt 
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with according to circumstances. If weak financially, prices 
would be raised* on him so that he could not make any money 
and he would be forced to surrender or get out of business. If he 
was strong financially, so as to make such a proceeding as that 
just named unprofitable for the association, the bidders in the 
market where he sold would be prevailed upon to bid him less 
than market price for his grain so that he could not sell for as much 
as the ‘regular’ dealers. By such means the ‘irregular’ dealers were 
generally either driven out of business or forced to become ‘regular.’ 
(c) The association also made it a part of its business to look 
after legislation, in order to prevent any laws from being passed 
which were unfavorable to the interests of ‘regular’ dealers. The 
testimony shows that during the 1903 session of the legislature 
several thousand dollars were spent by the association through 
its agents in trying to prevent unfavorable legislation. (d) The 
farmers’ grain and elevator companies were the especial aversion 
of the Nebraska Grain Dealers’ Association and the latter exerted 
themselves greatly to prevent the former from getting into, and 
doing business in, this state. The railroad companies were labored 
with to induce them to refuse sites for elevators to be put up by 
farmers’ elevator companies. The members of the association 
and other regular dealers refused to deal with farmers who shipped 
their own grain, or with the farmers’ elevator companies, and also 
with any person who would deal with such irregular dealers. The 
evidence shows that by such means as the foregoing and other 
means not herein mentioned the said Nebraska Grain Dealers’ 
Association attempted to, and did, in a large measure, fix and 
control the prices paid for grain throughout this state; prevented 
competition in the grain business; and largely monopolized the 
grain business in this state.”” The court upheld the findings of the 
referee. 

The organization and work of the Nebraska Grain Dealers’ 
Association was similar to the organization and work of other 
grain-dealers’ associations found in other states. These asso- 

t The line elevators would bid so high a price that losses would result from grain 
purchases. If no grain was purchased by a competitor, his idle elevator would still 


involve a loss. If he were weak financially, a greater loss would result in either case 
than he could stand. 
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ciations consisted of a majority of the grain-dealers throughout 
the different states in the grain-producing section of the country. 
Included in them were the large line elevator companies together 
with smaller line companies and independent dealers. The 
policies of the associations, however, were dictated by the large 
line companies. It is interesting to note in the case just quoted, 
State v. Omaha Elevator Company, that the important price com- 
mittee should consist of “‘persons chosen from the five leading 
corporations members of said association.” The smaller line 
companies and the independent dealers who had joined the asso- 
ciation had been forced into subjection by the gigantic corpora- 
tions and thus became tools, ever subservient to the dictates of 
their masters. 

Interesting testimony was given before the Interstate Commerce 
investigation committee’ by Mr. A. J. Hoskins, the price agent for 
a group of 39 elevator companies (controlling goo—1,000 elevators) 
in Minnesota, South Dakota, and North Dakota. Daily prices 
were sent to the agent by a committee from the companies, and 
these prices were in turn communicated by him to the elevators. 
Mr. Hoskins was also responsible for the enforcement of the regula- 
tions with regard to excessive purchases of grain. The percentage 
of grain to which each company was entitled at each station was 
first decided; then, after each buying company had rendered to the 
agent a statement of the amounts purchased, he figured the excess of 
those who had bought more than their allotted quantity. Penalties 
were exacted at the rate of 2} cents on wheat; in some cases 2 cents 
on barley and rye; 3% cents on flax; and 2 cents on oats. The sums 
received from these penalties were distributed, according to the pre- 
arranged percentages, among those who had failed to secure their 
share of grain. This was done for each station individually. The 
yearly average of penalties collected was $16,000, involving about 
two hundred stations.’ 

*Senate Document, No. 278, soth Cong., 2d sess., p. 930. 

2 The following agreement, quoted from the testimony before the committee of 
the Interstate Commerce Commission (ibid., p. 970), will show the type of arrange- 
ments made at various stations to prevent competition in grain-buying: 


“Memorandum of agreement at Worthington, Minnesota, effective August 1, 
1900 


“H. E. Torrence, Swedish Mercantile Co., Hubbard and Palmer, Peavy Elevator 
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Arrangements of this kind, since they took away all induce- 
ments to the grain-buyers to outbid one another, served to monopo- 
lize completely the grain-buying business at a given point. The 
return to a given grain-buyer would be practically the same whether 
he or his competitors should purchase a given lot of grain, and 
hence there would be no motive to prompt him to compete actively 
for the grain. 

During the late nineties, and considerably earlier in many 
sections, the grain-growing states were completely dominated by 
the line elevater companies. The farmers had at first been deceived 
by these companies. Higher prices for grain were offered by them 
than their competitors could afford to pay. They maintained 
that through the advantages they enjoyed from conducting their 
business on a large scale, and as a result of the special privileges 
they enjoyed from the railroad companies, they were enabled to 
and did pay the farmer a higher price for his grain than could pos- 
sibly be paid by those who were conducting the grain-buying busi- 
ness on a smaller scale. The higher prices, however, were paid 
only in the communities in which they met with active competition; 
and they were soon able to drive out of business their small com- 


petitors who had only very limited capital. 


Co., H. N. Douglas, St. John Bros., each to receive one-sixth of the entire receipts 
of all grain handled at Worthington. 

“Prices to be made by H. N. Douglas, but are to be as nearly as possible on the 
following basis: 

“Wheat at 12 cents and fraction off Minneapolis delivered close; oats at 6 cents 
and fraction off Minneapolis; corn at 10 cents off Minneapolis; timothy at 65 cents 
per cwt. off Chicago. 

“Penalties to be: Wheat, 2} cents; oats, 1} cents; corn, 2 cents; barley, 3 cents; 
tye, 4 cents; flax, 4 cents; timothy, 1o cents. Full rates of storage, as shown on 
standard storage tickets, to be collected. 

“Minimum dockage to be one pound per bushel, and a sieve test to be made of all 
wheat showing over two dockage. All parties agree not to pay over list. 

“Closed house to get one-half penalty. 

“Statements to be rendered each week to H. N. Douglas, who is to render monthly 
reports to F. R. Durant. 

“The books of any party to this agreement are to be subject to examination at 
any time. This agreement to continue in effect for one year from date, provided, 
however, that any party may withdraw by giving fifteen days’ notice in writing to 
that effect, to each party to this agreement, and by paying the penalties to the expira- 
tion of said fifteen days.” 
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After the line elevator companies had gained complete control, 
prices no longer continued at their former high level. The farmers 
then realized that these companies were not the Good Samaritans 
which they had at first represented themselves to be. When the 
farmers understood that the grain business was in the grip of a 
monster combine they made determined efforts to free themselves 
from its clutches. 

Many farmers then planned to ship their own grain directly 
to commission firms instead of disposing of it through the line 
elevators. This simple plan, however, was in most cases confronted 
by an obstacle which proved to be insurmountable. As mentioned 
before, the railroads had been prevailed upon to deny cars to all 
prospective shippers of grain who were unable to show the grain 
on the right-of-way at the time the car was ordered. This was, of 
course, impossible for the farmer-shipper to do. He could not 
well bring several wagon loads of grain to town at the time he 
ordered his car when it might be necessary for him to wait a number 
of days before the car would be received. Neither could he store 
his grain on the right-of-way since he had no facilities for the 
storing of grain there. 

Before the line elevator companies had become very powerful 
a considerable amount of direct farmer shipping had taken place. 
A number of men in the central grain markets had built up exten- 
sive businesses through the buying of grain directly from the 
farmers. These men found their business completely ruined by 
the refusal of the railroad companies to furnish cars to farmers. 
One of these men, a Mr. Carr, a member of the Chicago Board of 
Trade, testified before the committee of the Interstate Commerce 
Commission. He told how he went to the man who had charge 
of distributing cars for the Chicago & Eastern Illinois Railroad to 
request him to furnish a car to a man who wished to ship grain. 
Mr. Carr received the following reply: “If he is a mere farmer 
he stands as much show of getting a car as a rabbit.’ 

A short time ago [Mr. Carr continued] I sent a man down to Oklahoma 


and was on the verge of getting about 2,000,000 bushels of wheat in the vicinity 
of Hennessey and Kingfisher; and when we came to order cars from the Rock 


* Senate Document, No. 278, 59th Cong., 2d sess., p. 27. 
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Island road we couldn’t get them, because they decided that the farmer shipper 
must have his grain in sight inside of the corporate limits of the station before 
they would entertain an order for a car. How preposterous that a man should 
have ten or fifteen or twenty wagon loads of grain standing in the street and 
perhaps remain there for two or three weeks before his car arrived. The 
result was that I did not get a bushel of that 2,000,000 bushels. 


The Interstate Commerce Commission did not find this condi- 
tion to be peculiar to Illinois and Oklahoma. Similar instances 
could be found in most localities. The farmer who then sought 
to avoid selling his grain at an extremely low price to the line 
elevators found great difficulties confronting him. Even though 
he should be able to secure a car he had no assurance that he was 
beyond the influences of the associated grain-buyers. He would 
very likely find great difficulties in getting a commission firm in 
the central market to dispose of his grain for him. If, finally, 
commission merchants could be persuaded to handle the grain, the 
farmer might still fail to dispose of his grain in a satisfactory 
manner. Frequently the grain would be sold at prices consider- 
ably below the regular market price of the kind and quality of 
grain which the farmer had shipped. The commission men feared 
to dispose of the farmer’s grain to the best advantage, if at all, 
owing to the threats of the regular grain-dealers’ associations to 
withdraw all their business from the commission merchants who 
persisted in receiving grain in this irregular fashion. As the 
amount of the direct farmer-shipping was hardly sufficient to main- 
tain a commission firm, and the obstacles were so great that the 
field seemed more likely to be reduced than extended, we see that 
these men had a strong incentive to refuse to handle the grain sent 
to them by farmers. The farmers’ problem could not then be 
readily solved by direct farmer-shipping. The controlling influ- 
ences of the large elevator interests extended farther than was at 


first supposed. 


B. DEVELOPMENT OF LOCAL FARMERS’ ELEVATORS 


It would seem that the next move which the farmers would 
make in their attempts to free themselves from the grip of the 
large grain combine would be to organize farmers’ elevator com- 
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panies and thus, through united action, purchase their own grain 
and thereby assure themselves of a fair market price. The farmers, 
however, were very reluctant to adopt this measure as a remedy. 
The experiences of earlier farmers’ elevator companies, as has 
been shown, had been distinctly discouraging. 

It was easy enough for the big line companies to compete with 
the farmers’ organizations. Backed by large capital the former 
could without embarrassment resort to the familiar tactics of price- 
raising. These advanced prices the manager of the farmers’ 
elevator could not meet, for to do so would mean additional expense 
to the farmers instead of dividends. At the same time the farmers, 
shareholders in these very elevators, were sorely tempted by the 
high prices offered by the big companies and often sold to them. 
The additional cent per bushel meant a considerably increased 
income to each man, and the individual would feel that the small 
amount of grain he contributed could not exert an important 
influence on the fortunes of the farmers’ company. Thus the 
small concern did business at a continual disadvantage and even- 
tually gave up the fight. Then the big companies promptly lowered 
prices and thus reimbursed themselves for the previous losses. 

This seemingly shortsighted policy on the part of the farmers 
was but natural. Combination represents an advanced stage of 
business sophistication and one which the farmers had not reached. 
Shrewd and experienced business men who have attempted to 
further their own interests through united action under various 
pooling arrangements have been able only with the greatest 
difficulty to maintain the pool for more than a brief period. It is 
small wonder, then, that the farmer with his strongly individualistic 
training yielded the ultimate advantages of combination under 
the stress of its immediate exactions. 

Furthermore, the farmers’ elevator companies could as a rule 
secure sites for their elevators only with the greatest difficulty. 
The railroads appeared to be under the influence of the regular 
grain-dealers and usually made every possible effort to prevent 
the establishing of farmers’ elevators by the refusal to grant sites 
for the proposed elevators. It was only at competing points, 
where a railroad hoped that the erection of a farmers’ elevator 
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on its line might enable it to secure some of the traffic which would 
otherwise go to a rival company, that railroads would grant sites 
for farmers’ elevators without a great deal of difficulty and delay. 
The appeals which the farmers made to the state Railroad Com- 
missions were often fruitless. The Iowa Railroad Commission, 
for example, opposed the establishment of additional elevators 
at a point which was already well supplied. It assumed that 
the presence of two or more elevators insured sufficient com- 
petition at a given point, but failed to look into the relations which 
might exist between the owners of these apparently competing 
elevators. 

The above reasons account to a large extent for the difficulties 
in establishing farmers’ elevators and the failures of so many of 
the early companies. As a result we find that there were but very 
few farmers’ elevators in operation in Illinois and Iowa during the 
late nineties. 

Beginning in 1889, however, a very important plan was being 
developed and worked out by the farmers living near the little 
village of Rockwell, in Cerro Gordo County, Iowa. This plan, 
simple as it was, was destined to revolutionize the grain-buying 
business. It injected a condition into the business which had 
not been foreseen by the managers of the line elevator companies, 
whose work of monopolizing the country grain-buying had, up 
to that time, been going on so successfully. 

The farmers about Rockwell were familiar with the histories 
of many earlier farmers’ elevator companies. They knew how these 
companies had been ruined by the severe competition with the 
large line companies. These farmers realized when they organized 
their elevator company that they would be required to meet the 
same type of competition. They also knew that, unless they would 
be able to guard themselves better than the other farmers’ elevator 
companies had done, they would be doomed to the same fate as 
had befallen the earlier experiments. 

The farmers about Rockwell, being thus familiar with condi- 
tions, had included in their plan of organization an arrangement 
by which their competitors would be unable to bring about the 
ruin of the farmers’ company, even though, by outbidding it, they 
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could prevent the farmers’ company from securing a single bushel of 
grain. The novel feature introduced by this company into its 
by-laws was the so-called “penalty clause,” more properly termed 
a protection clause. 

The “penalty clause” provided that the members were to pay 
into the treasury of the company a commission of one-half cent 
per bushel for every bushel of grain sold either to their own com- 
pany or to their competitors. The half a cent a bushel which the 
farmers paid when they sold the grain to their own company 
represented approximately the cost of handling the grain. It was 
estimated that this income would be sufficient to enable the com- 
pany to continue in business. In order not to be deprived of this 
income, even though some members of the company should sell 
their grain to a competitor who would bid so high that buying the 
grain would mean a loss, the company definitely provided that its 
members should pay into its treasury one-half cent for every bushel 
of grain which they sold to a competing elevator. 

Under this arrangement the farmers’ company would not be 
so greatly tempted to bid a high price against a competitor when 
doing so would probably involve a loss. Neither could the com- 
pany be ruined by the high prices paid by a competitor, even 
though these high prices would prevent the farmers’ company 
from securing any grain. The income of the company would 
still continue to be as great as before, while its expenses would 
be slightly reduced. In reality, its condition would be improved 
by its being outbid by its competitor for the grain marketed by 
its own members. 

With the untried penalty clause as the only weapon upon which 
they could rely, the farmers of Rockwell entered the fight against 
the line companies. The latter tried their old method of out- 
bidding the farmers’ company. This, however, did not bring 
about the ruin of the company as it had done in previous instances. 
Other plans were also tried, but proved to be equally unavailing. 
The competition continued as fiercely as ever until finally the 
ingenuity of the line elevator companies was exhausted and they 
abandoned the struggle in despair. The fight had been so severe, 
however, that it was only the extraordinary determination of the 
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farmers, and their willingness to impose upon themselves a sufficient 
tax, in the form of the penalty mentioned above, to support their 
own organization, which permitted the farmers’ elevator company 
to live through its struggle. One observer has described the 
incident in the following words: “There in Rockwell, a little village 
of less than five hundred souls, was waged one of the fiercest com- 
mercial battles ever fought on American soil, every trick of trade 
known to the modern political jackal and commercial bandit was 
tried and failed, and a final and complete victory won by the 
farmers of Cerro Gordo County.’” 

Although the grain combine had been defeated in its struggle 
with the farmers’ elevator at Rockwell, it had not put up the fight 
entirely in vain. The contest had been so bitter that farmers in 
other localities would hesitate before engaging in a similar one. 
The line companies for a time attempted to ignore the incident 
at Rockwell and made light of it. But eventually? the farmers 
throughout the state, who were being oppressed by the powerful 
elevator interests, learned more definitely how the battle had been 
fought and won by the farmers at Rockwell, and decided to 
start companies, organized in the same manner, at a number of 
stations. 

One after another, these companies were organized in the states 
of Iowa and Illinois. When upward of a dozen companies had 
been organized in each of the above-named states, the large elevator 
interests realized that some effective means would have to be 
adopted to check the spread of the movement or they themselves 
would find their own businesses ruined. 

One method adopted was the circulation of literature which 
was designed to bring about the opposition of business men to 
farmers’ elevators. It was stated that if farmers started oper- 
ating elevators they would soon undertake to operate stores of 
various kinds and would also sell lumber and other commodities. 
Thus the movement would ultimately bring about the ruin of all 
men engaged in business at the various places where farmers’ 


* American Co-operative Journal, September, 1907, p. 16. 


2 The Rockwell company was organized aboyt 1890, but the plan was not very 
generally considered for nearly ten years. 
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elevators happened to be located. If these arguments did not 
prove effective in alienating merchants from the farmers’ elevator 
movement, the line elevators would at times threaten to start 
stores which would sell goods at cost and thus ruin the merchants 
who dared encourage farmers’ elevators." 

False reports were also widely circulated telling of various 
great financial difficulties in which certain farmers’ elevator com- 
panies had found themselves after a brief period of operation. 
Numerous failures were also reported. 

If these methods failed to prevent the organization of farmers’ 
elevator companies, the line interests sought to command the situ- 
ation by preventing the farmers’ company from marketing its 
grain. As the big companies could not directly control all of those 
dealing in grain at the terminal markets, it was necessary for them 
to resort to the boycott to bring their plans to a successful termi- 
nation. This had been the most important method of attack 
about 1901 or 1902. 

Letters were written to the commission men in the large terminal 
grain markets. It was stated that no members of the grain- 
dealers’ associations would consign any grain to commission men 
who would handle any grain from farmers’ elevator companies. 
As practically all country grain-buyers, with the exception of the 
handful of farmers’ companies, were members of one or another 
of the large grain-dealers’ associations, the threat contained in 
the letter would, apparently, mean almost certain ruin to any 
commission firm which would dare to continue the practice of 
accepting shipments from farmers’ elevator companies. 

This method of fighting the companies was the most successful 
one adopted by the associated grain-dealers. For a time it seemed 
as though the farmers’ elevator movement was again doomed to 
failure in spite of the bright prospects of but a short time before. 
The farmers’ elevator companies would write to one commission 
firm after another requesting acceptance of their shipments of 
grain. Almost invariably the requests would be refused, the com- 
mission men giving now one excuse and now another. At times, 
however, the commission men would frankly state that they dared 

* Such an “elevator store” was actually started at Lowry, Minnesota. 
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not accept grain from any other than members of the grain-dealers’ 
association.’ 

The investigation conducted by the committee of the Inter- 
state Commerce Commission revealed even more clearly the work 
of the associated grain-dealers, especially that which had been 
done by Mr. George A. Wells, secretary of the Iowa Grain Dealers’ 
Association. In the testimony of Mr. Wells several letters were 
produced which he had written to commission men telling of his 
opposition to farmers’ elevator companies in general and especially 
to those having the penalty clause included in their by-laws.? 

The associated grain-dealers finally made their boycott so nearly 
complete that any commission firm accepting grain from farmers’ 
elevator companies could not expect to receive any considerable 
amount of grain from members of the large grain combine, and 
usually it received nothing from such companies. Names of the 
boycotted commission firms were sent to the members of the 
grain-dealers’ associations. These members then very consistently 
refused to consign their shipments of grain to such firms, whose 
business suffered so much that one after another they ceased to de 
business with the farmers’ elevator companies. in the Interstate 


Commerce Commission inquiry, it was testified that at one time 


* The following quotation in the case of D. H. Curry & Co. v. The Illinois Central 
Railroad Company bears upon the above point: ‘A number of commission companies 
in the city of Chicago, where the Farmers’ Grain and Coal Company were in the habit 
of shipping a large amount of grain, and grain-buyers at Decatur and other places, 
where they had shipped some grain, after doing business a short time with the Farmers’ 
Grain and Coal Company, would notify the Farmers’ Grain and Coal Company 
that they were unable to continue to handle their grain, and asked them to ship to 
some other person or company. This is true in a number of instances... . . And in 
almost every instance, as will be seen by copies of letters which are made a part of 
this opinion, they refused to do business with the farmers’ elevator companies for the 
reason that they thought it would be more advantageous to them to handle the busi- 
ness of the members of the Illinois Grain Dealers’ Association than it would to handle 
the business of the farmers’ elevators, and they could not do both 
evidence shown, we are led to believe that there was some kind of an understanding 
between the complainant, D. H. Curry & Co., and members of the Illinois Grain 
Dealers’ Association, that the members of that association were not to handle any 
of the grain of the farmers’ elevators” (Report of the Illinois Railroad and Warehouse 
Commission, 1903, pp. 24-28). 


2 Senate Document, No. 278, s9th Cong., 2d sess., pp. 672, 679. 
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there were only two grain commission houses,’ both in Chicago, that 
would handle grain for farmers’ elevators. This narrow market put 
the farmers’ elevators to a considerable disadvantage. Furthermore, 
they did not know but that these two firms would also at any time 
be brought under the control of the regular grain trade. Had the 
grain combine been able to induce these firms to reject all farmers’ 
elevator shipments, it is quite likely that the history of the farm- 
ers’ elevator movement would have to be recorded in a very dif- 
ferent manner from the way in which we can now write it. It is 
quite possible that utter failure would have ended the efforts of the 
farmers to fight the powerful grain interests which were collecting 
their annual toll from them through the low prices which were 
paid the farmers for their grain. 

Yet a large number of farmers had come to a full realization 
of their situation. They felt that they were the victims of a grave 
injustice. They had entered the fight with a determination to 
win, and it is possible that this dogged determination would have 
enabled them to surmount even the greatest obstacles which it 
would have been within the power of the grain-dealers to put in 
their way. Had one plan failed, no doubt another would have 
been tried. But, be that as it may, the inability of the grain- 
dealers to shut off completely the grain market from the farmers’ 
elevators was a decided advantage to the farmers. 


Oscar N. REFSELL 
JEWELL, Iowa 


* Lowell, Hoit & Co. and Eschenberg & Dalton. 
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THE HARVARD BUREAU OF BUSINESS RESEARCH! 


The recent publications of the Harvard Bureau of Business Research 
are very significant in that they reveal the procedure of the university 
in the very difficult task of assembling reliable business data for the pur- 
pose of classification and study, and give the results which have been 
obtained by this university in the field of business research. 

The Harvard Bureau of Business Research was founded in 1911 for 
the purpose of assembling and classifying business data and establishing 
on the basis of classified information standards and principles of business 
action. The individuals instrumental in the founding and directing of 
the Bureau were aware from the start of the difficulties involved in the 
inauguration of any research work in business. The complexity of busi- 
ness, with its many interacting factors, and the extensive character of 
business operations influenced the directors of the Bureau to find, if 
possible, a division of the business field which, though comparatively 
simple, would nevertheless be fundamentally representative of a distinct 
class of business activities for which few reliable data existed. 

For the introductory investigation the entire field of production was 
eliminated on the ground that the production of goods was more effi- 
ciently organized than was the distribution. Within the field of distri- 
bution, the merchandising of shoes was selected for the reasons, first, 
that the production of shoes was fairly standardized and stable, where- 
fore the distribution was little affected by fluctuations in production; 
second, that the retail merchandising of shoes was relatively simple when 
compared with the retailing of drugs, groceries, etc.; third, that the 
merchandising of shoes was fairly representative of the distribution of 
other staple goods. The retailing division of the distributive process 
was to be studied first, and later the wholesale and manufacturing 
divisions were to be taken up. 

The Harvard Bureau should be commended for having the courage 
of its convictions in confining its attention to such a limited field as that 
chosen. To some it may not have appeared very heroic for a leading 
university to make its entry into the field of business research by under- 


tA review based on recent publications by the Bureau. 
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taking such a limited study as that decided upon. However, to those 
familiar with the difficulties that would be encountered, it was apparent 
that the Bureau had taken the right position. Success in the first inves- 
tigation will show that business data can be assembled and classified so 
as to reveal the presence or absence of any standards or principles, and 
that the university is able to organize and conduct such a study. If this 
is attained, the future will care for itself. Business men will undoubtedly 
be encouraged by the results to provide funds for the university to use 
in research and the government itself may be induced to open a Bureau 
of Business Research corresponding to a similar bureau in the Depart- 
ment of Agriculture. 

The leaders in the Harvard Research work, Mr. A. W. Shaw, of 
Chicago, and Dean Edwin Gay, of Harvard, predicted, before any field 
work was undertaken, that the first fact to be brought to light by the 
investigation would be the incomparability of the data assembled, for 
the reasons that no accounting and statistical standards existed and that 
the personal equation played such an important part in retail manage- 
ment. The truth of this prediction was attested by the first summer’s 
experience in 1911. As soon as it had been clearly shown that the initial 
step in research work of this character would be to standardize the 
original data, the plan for the organization of the Bureau was developed. 
This plan called for the preparation of a standard system of accounts and 
statistics, and for the introduction of this system among the retail shoe- 
dealers on a co-operative basis. The principle of this co-operative plan 
was that the dealer using the Harvard system was to submit all his 
figures, properly keyed, to the Bureau, and that the Bureau was to give 
in exchange such information as could be gained by the contiention and 
study of the data furnished by the dealers. 

Now that the Bureau has been established three years, it may be 
worth while to review its activity with respect to the following points: 
first, the co-operative plan employed by the Bureau; second, the system 
of accounts and statistics prepared by the Bureau; third, the results 
obtained in the form of standards and principles. 

With regard to the organization of the research on the plan of co- 
operation with the retailer, the difficulties involved were to induce the 
retailer to adopt the prepared system of accounts and statistics; to 
induce him to apply the system intelligently and conscientiously; and to 
induce him to furnish the Bureau with the desired facts and figures. 

Up to the present time six hundred shoe retailers have co-operated 
with the Bureau to the extent of furnishing specific figures from their 
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own business. Of these at least one hundred and fifty have introduced 
the Harvard system of accounts and are contributing information to the 
Bureau. From this it is evident that the Bureau has been successful 
in persuading dealers that it is worth while to co-operate on the general 
grounds of trade welfare or on the specific grounds of individual gain. 

A significant question which may be asked with respect to these num- 
bers is, “Iiow far are they fairly representative of the different parts of 
the country where trade practices vary; of communities of different 
sizes; of large, medium, or small concerns; of specialty and general 
stores, etc.?”’ To this question the Bureau is addressing itself as rapidly 
as the work permits. Every section of the country is now represented 
to some extent and the larger cities are particularly well represented. 
As the work progresses, the Bureau, by extending its membership accord- 
ing to a definite plan, should be able to secure a sufficiently representa- 
tive number of concerns in each class to make possible a study of data 
by classes in addition to such a study for the entire industry. Very 
much of the scientific value of the research will depend on how the second 
and third points referred to above are observed by the individual retailer 
after the co-operation of a sufficient number of representative dealers has 
been secured. 

With regard to the larger dealer it appears that the chief problem 
is to prevail upon the management to submit the figures and facts. 
These business firms have evolved fairly efficient accounting systems of 
their own, from which they can draw in large part the figures desired by 
the Bureau without resorting to the introduction of the Bureau’s sys- 
tem. The fact that these retailers are pretty well informed concerning 
their own business makes it difficult to convince many of them that 
co-operation will offer sufficient returns to warrant the outlay and 
inconvenience involved. On the other hand, experience shows that 
many proprietors of large businesses are inclined to co-operate on the 
general grounds that it is worth while for the trade. 

In the case of the smaller retailer who is induced to co-operate, the 
great problem which the Bureau encounters is the fact that the informa- 
tion supplied by the dealer may be vitiated by the failure on his part to 
apply the accounting system efficiently, either because of a lack of in- 
telligence or because of a lack of time. In order to avoid an error in the 
final results, great care must be taken to instruct these dealers sufficiently 
in the keeping of their accounts and to impress upon them the need of 
accuracy. The returns must then be checked for the purpose of detecting 
the more obvious discrepancies. The knowledge which the Bureau has 
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obtained from field agents and reliable retailers should serve as a satis- 
factory check on the reports of individual retailers. 

The development by the Harvard Bureau of a distinct co-operative 
plan of organization for conducting business research should be recog- 
nized as a valuable contribution in itself. This plan, modified in particu- 
lars as a result of further experience, will doubtless serve as the basis for 
the inauguration of research activities by other institutions. 

The accounting system provided by the Bureau has been prepared 
with a view (1) to making the figures obtained by the accounts as valu- 
able as possible for the scientific purposes of the bureau, (2) to assuring 
an effective system for the purposes of the individual dealer, and (3) to 
making the system acceptable to the trade. Considering the diverse 
purposes to be served by the system, little adverse criticism can be 
brought against it. The writer has conferred with a number of success- 
ful retail shoe-dealers in Chicago, some of whom are contributing informa- 
tion to the Harvard Bureau, and they agree that the accounting system 
is well adapted to the needs of the trade. They suggest a few changes, 
but these are of minor importance. As was to be expected, many of 
these men were of the opinion that the system was too complicated for 
the small dealer to use intelligently. The problem in this regard has 
already been discussed. 

From an accounting point of view, and for the scientific purposes of 
the Bureau of Research, the system of accounts is in every way satis- 
factory. 

The published results achieved by the Bureau of Research during its 
first three years of activity, though very limited in extent, are such as 
to encourage those who understand the function of scientific research. 
The chief consideration to be borne in mind in discussing the value of 
the facts arrived at by the Bureau is that, in spite of all that may be said 
in criticism of these facts, they are, after all, the most scientific that have 
been offered in the field covered by the Bureau. 

The table on p. goo gives the essential facts established by the 
Bureau. 

The most interesting column in this table is the one giving the per- 
centage about which a concentration is sufficient to indicate a “realizable 
standard,”’ for this indicates what the Bureau is doing in its endeavor to 
establish scientific standards. Constructive criticism of the results as 
set forth in the table may be offered to the effect that the “realizable 
standard” cannot be applied to a single enterprise, for the reason that 
the original data are obtained from too varied a range of business. To 
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be specific, the “realizable standard” of rent to net sales, which the 
Bureau places at 3 per cent, cannot apply alike to the Chicago State 
Street merchant and to a country or to a suburban dealer. The right 
line to follow in this regard is to classify dealers who have similar con- 
ditions to cope with and to operate under, and to establish standards for 
each class instead of for the whole group. As the Bureau extends its 
activities, such a classification of retailers can be made. 
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SUMMARY TABLE 
(Figures in the body of the table are percentages of the total amount of net sales) 
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So far, the results obtained bear only on the distribution of expense 
and the rate of turn-over of stock in shoe retailing, but the Bureau is 
extending its research into the buying and selling phases as well. 

The success which the Bureau has met with in its investigation of 
the merchandising of shoes has encouraged its directors to begin a simi- 
lar investigation of the merchandising of groceries. This study has not 
progressed far enough as yet to warrant the issuance of a report. 

Judged generally by the results accomplished directly through the 
assembling of business data, and indirectly by the new and favorable 
attitude of business men toward research which the Bureau has been 
instrumental in creating, the work of the Bureau must be looked upon 
with approval by all who are ir erested in making the production and 
distribution of goods the object of scientific analysis and study. 


ARTHUR E. SWANSON 
NoRTHWESTERN UNIVERSITY 
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WASHINGTON NOTES 


WORK OF THE FEDERAL RESERVE BOARD 


Sufficient advance has now been made with the work of the Federal 
Reserve Board to permit the definite summing-up of the work it has 
accomplished during the past two months. Practically, since its formal 
establishment on August 12, its labors may be divided into three general 
sections. The first work to be undertaken was that of preparing amend- 
ments to the Federal Reserve Act, it being felt that in view of the changed 
conditions due to the European war and the financial problems arising 
in the United States subsequent thereto, some changes in the act might 
make it easier of application. A draft of these amendments, prepared 
and submitted to the committees of Congress, included a request for an 
inclusion of federal reserve notes in the reserves of the member banks, 
power on the part of the Federal Reserve Board to permit the member 
banks to carry the bulk of their reserves in the vaults of the reserve 
bank of their district, and a few changes of less importance. Congress 
showed comparatively little disposition to act favorably upon any of 
the amendments, and conditions finally developed in such a way as 
practically to preclude the possibility of their being adopted, as recom- 
mended, at the recent session. This outcome is largely due to the fact 
that an insurgent group in Congress determined to attach to any legisla- 
tion that might be offered an amendment providing for the granting of 
relief to the cotton-producers of the South and the issue of Treasury notes, 
thus practically preventing the consideration of amendments to bank- 
ing legislation in any direction. Even under the most favorable condi- 
tions it was, in the opinion of the more experienced members of Congress, 
impossible that any except the least important of the proposed amend- 
ments could be adopted. 

The second phase of the Board’s work during the early period of its 
existence is found in the final selection and announcement of the Class C 
directors of the several banks, a task which was completed on October 8, 
the thirty-six men chosen being named in the table on p. goz. 

The third phase of the Board’s work has consisted in the preparation 
and transmission to the boards of directors of the various banks of 
instructions, tentative by-laws, and the like for consideration by the 
boards, and in the holding of a convention in Washington, October 20, 
21, 22, in which were considered the problems with reference to the estab- 
lishment of the new banks. This convention was divided into eight 
committees after the first formal session at which all delegates were 
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present. The eight committees included one on by-laws and legal 
questions; a second on domestic exchange and transit and clearing 
problems; a third on internal organization; a fourth on commercial 
paper and allied matters; a fifth on the duties of federal reserve agents; 
a sixth on the use of mechanical devices by federal reserve banks; a 
seventh on the bonding of employees; and an eighth on accounting 








Federal Reserve 
Agent 
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Director 





. Philadelphia 


. Cleveland 


. San Francisco... . 





Frederic H. Curtiss, 
Boston, Mass. 

Pierre Jay, New 
York City 


Richard L. Austin, 
Philadelphia, Pa. 


D. C. Wills, 
Bellevue, Pa. 


William Ingle, 
Baltimore, Md. 


M. B. Wellborn, 
Anniston, Ala. 

C. H. Bosworth, 
Chicago, Ill. 


Wm. McC. Martin, 
St. Louis, Mo. 
John F. Rich, 
Red Wing, Minn. 
J. Z. Miller, 
Kansas City, Mo. 
E. O. Tennison, 
Dallas, Tex. 


John Perrin, 
Pasadena, Cal. 





Walter S. Hackney, 
Providence, R.I. 

Charles Starek, 
New York City 


George M. La- 
Monte, Bound 
Brook, N.J. 

Lyman H. Tread- 
way, Cleveland, 
Ohio 

James A. Moncure, 
Richmond, Va. 


Edward T. Brown, 
Atlanta, Ga. 

W. L. McLallen, 
Columbia City, 


Ind. 
Walter W. Smith, 
St. Louis, Mo. 
P. M. Kerst, 
St. Paul Minn. 
A. E. Ramsey, 
Muskogee, Okla. 
W. F. McCaleb, 
San Antonio, 
Tex. 
Claude Gatch, San 
Francisco, Cal. 





Allen Hollis, Con- 
cord, N.H. 

George F. Peabody, 
Lake George, 
=e. 


George W. Norris, 
Philadelphia, Pa. 


H. P. Wolfe, 
Columbus, Ohio 


M. F. H. Gouver- 
neur, Wilming- 
ton, N.C. 

W. H. Kettig, 

Birmingham, Ala. 

Edwin T. Meredith, 

Des Moines, Ia. 


John Boehne, 
Evansville, Ind. 
John W. Black, 
Houghton, Mich. 
R. H. Malone, 
Denver, Colo. 
Felix Martinez, 
El Paso, Tex. 


Charles E. Peabody 
Seattle, Wash. 





and statistics. The committees, having devoted a day or two of atten- 
tion to the matters intrusted to their charge, and having in most cases 
been previously provided with preliminary matter upon which to work, 
were able to report to the convention definite proposals. The com- 
mittee on accounting recommended a complete scheme of accounting 
that had been developed by a preliminary committee which had gone 
over the whole subject during the preceding winter and spring; the 
committee on federal reserve agents’ duties followed substantially the 
lines marked out in a report which had been previously prepared for the 
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Federal Reserve Board by members of that organization; and the minor 
subjects were disposed of according to circumstances. Perhaps the most 
interesting general step taken was that of creating a so-called council of 
governors to consist of the governors of the several reserve banks. 
This body, not provided for in the Federal Reserve Act, will probably 
be paralleled by a similar council of federal reserve agents, but in any case 
it will be called into service as an aid to the Board in its executive work 
of managing the federal reserve system. To it were at once referred 
certain questions left open by the committees of the directors’ conven- 
tion or by the convention itself, such as that of supplying the banks with 
mechanical devices, that of determining some of the matters regarding 
the date of opening, and others of like nature. The convention itself 
took important action by indorsing November 30 as the date before 
which each of the proposed banks ought to be established and placed in 
working order. Taken as a whole, the convention furnished an excel- 
lent index to the state of feeling regarding the whole federal reserve 
system, since, although there had been a call for only three delegates 
from each bank, there were present in all about ninety persons out of a 
total of 120 (nine directors and one governor for each bank being the 
full number that might conceivably have attended the gathering). 


THE GOLD FUND 


An important financial undertaking carried out by the national 
government through the Reserve Board, and, therefore, in a sense, 
a phase of the Board’s work (although not properly thus to be included, 
inasmuch as the transaction was of an exceptional sort), is seen in the 
arrangements for a “gold fund” to be subscribed by the banks of the 
country, and to be used in meeting foreign obligations. This fund was 
described in a letter sent out by the Board to the presidents of clearing- 
house associations, as follows: 


At the invitation of the Secretary of the Treasury and the Federal Reserve 
Board, a conference of delegates from clearing-house associations was held at 
the Treasury Department in Washington on September 4 for the purpose of 
considering problems growing out of the extraordinary derangement of our 
foreign exchange markets following the outbreak of the European war. This 
conference, after a day’s deliberation, appointed a bankers’ committee charged 
with the duty of recommending to the Board a plan for dealing with this situ- 
ation. The committee so named submitted on September 4 its first report, 
which advised the creation of a gold fund of $150,000,000. This recommenda- 
tion, owing to changes in the situation, was modified in a subsequent report, 
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dated September 19, favoring the creation of a gold fund of $100,000,000 to be 
contributed by the banks and trust companies located in central reserve and 
reserve Cities. 

The Board has carefully considered the committee’s report, and concurs 
in its conclusions and recommendations. The Board is convinced of the ne- 
cessity of an adequate plan of national co-operation to meet a situation which 
is of national dimensions, and it has no hesitation, therefore, in giving its 
approval to the plan proposed by the committee, and recommends your earnest 
co-operation. 

The Board shares the committee’s belief that the creation of a large gold 
fund at this juncture will have a far-reaching effect for good, and will prove an 
effective factor in restoring confidence, in bringing relief, in protecting and 
strengthening the country’s credit, and in facilitating the exportation of our 
products. 

The Board, therefore, recommends that your association appoint a com- 
mittee to secure from the national banks and state banking institutions of your 
city subscriptions aggregating $———-——— to the proposed gold fund. The 
Board regards this amount as the fair quota to be raised in your city, based 
upon the holdings of gold and gold certificates by the central reserve and reserve 
cities as recently ascertained. The allotments provide a fair margin above 
the total amount named. Any sums pledged in excess of $100,000,000 will 
be applied to a pro rata reduction of all subscriptions to the fund. 

Forms of subscriptions and certified resolutions to be executed by par- 
ticipating institutions have been prepared by the bankers’ committee and 
are forwarded herewith. This Board recommends that the sums specified be 
pledged as promptly as possible and that you send the pledges and resolutions, 
duly executed, to the secretary of the Federal Reserve Board at Washington, 
D.C., in order that they may be available for the committee not later than 
October 1. 

For the terms and conditions upon which the subscriptions to the pro- 
posed gold fund are made your attention is particularly called to the report 
and plan signed by the bankers’ committee and handed to you herewith. 


The object of the plan is thus made clear—its purpose was to secure 
the subscription and transmission to New York of at least $100,000,000 
in gold or the equivalent thereof, this sum of money to be placed as 
needed in the hands of representatives of the Bank of England, and to 
be used as a basis on which to draw in liquidatir ; debts to Great Britain. 

The proposal was completely successful, $105,000,000 being sub- 
scribed by October 15, while long before that date the first payment had 
been made, in view of the evident certainty that the fund would be filled 
to the point that was deemed necessary to the successful realization of 
its purposes. Operations have begun under the new plan, quantities of 
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gold being shipped to Ottawa, Canada, and there deposited in a branch 
of the Bank of England as a basis for payment of drafts sold to persons 
in the United States who are obliged to meet maturing obligations in 


London. 
A COTTON RELIEF PLAN 

Another similar operation undertaken at the instance of a large and 
important section of the community is seen in the so-called cotton loan 
fund. The circumstances leading up to this fund were as follows: 
At the beginning of the war the cotton-planters of the southern states 
were on the point of harvesting a crop larger than any of recent 
years and variously estimated at from 15,000,000 to 18,000,000 bales. 
A large part of this crop would, in the ordinary course, have moved 
rapidly abroad and thereby have served to liquidate international 
indebtedness as usual. When the war came on, cotton exchanges were 
closed all over the world, while cotton mills either closed or else, in- 
fluenced by the extraordinary fluctuations in the price of cotton which 
were at once manifested, they ceased to buy cotton except from hand 
to mouth. The southern planter was thus unable to market his crop 
except at a most unfavorable price which would not have repaid him the 
cost of production. As a result, he was in danger of being unable to 
retain any interest in the crop, since the operations of planting, culti- 
vating, and harvesting are largely carried on upon credit—the local 
merchant advancing the supplies needed by tenant farmers and then 
selling the output, giving credit on the books of the local “store’’ to the 
planter for the balance due him. There was consequently an immedi- 
ate outcry for government aid in the carrying of the crop; some sug- 
gested that a large bond issue should be put out, and others that an 
equally large issue of treasury notes be deposited in banks, the proceeds 
in either case to be loaned directly to cotton-growers. Neither plan 
was favorably regarded by the government at Washington, and private 
persons at length undertook to secure the subscription by the banks of 
a fund to be used as a loan fund for sustaining the cotton market. The 
scheme passed through various modifications and at last took form 
as a proposal for the subscription of $135,000,000 (approximately), this 
sum to be in the hands of the members of the Federal Reserve Board 
acting in their individual capacities, in the form of pledges from banks, 
corporations, and individuals. These pledges were to be of two sorts, 
those offered from outside the cotton-growing states by individuals and 
institutions who had funds to invest, and those given by banks in the 
cotton states who were already holders of cotton paper or were about to 
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become such, and who wished to make application for further cash to be 
used in additional cotton loans. The plan was, therefore, regarded as 
a means of affording about $100,000,000 in liquid resources to banks in 
the cotton states for use in cotton loans, under numerous safeguards, 
This relief plan is still in process of application and represents the second 
of the financial undertakings which were assumed by the Board, either 
in its official capacity or acting through the individual capacities of its 
members. It is, therefore, in a sense to be reckoned as a feature of the 
work of the Board as an institution. 


THE NEW ANTI-TRUST ACT 


The final action of Congress and the President has put into effect 
on October 15, 1914, the new “Federal Anti-Trust Act (Public Docu- 
ment No. 212, 63d Congress). This act as finally adopted consists of 
twenty-six sections, the essential provisions being found in Sections 2, 
3, 4, 6, 8, 10, 11, and 12. “Commerce” is defined as trade or commerce 
among the several states and with foreign nations, or between the states 
or states and territories, generally, but the Philippine Islands are ex- 
empted from the provisions of the act. It is made unlawful for per- 
sons engaged in commerce to make any discrimination in price between 
different purchases of commodities sold for use within the United States 
or any territory, “where the effect of such discrimination may be to sub- 
stantially lessen competition or tend to create a monopoly in any line 
of commerce.” 

One of the most interesting provisions in the law is found in Section 3: 


That it shall be unlawful for any person engaged in commerce, in the 
course of such commerce, to lease or make a sale or contract for sale of goods, 
wares, merchandize, machinery, supplies, or other commodities, whether 
patented or unpatented, for use, consumption, or resale within the United 
States or any territory thereof or the District of Columbia or any insular pos- 
session or other place under the jurisdiction of the United States, or fix a price 
charged therefor, or discount from, or rebate upon, such price, on the condition, 
agreement, or understanding that the lessee or purchaser thereof shall not use or 
deal in the goods, wares, merchandize, machinery, supplies, or other commodi- 
ties of a competitor or competitors of the lessor or seller, where the effect of 
such lease, sale, or contract for sale or such condition, agreement, or under- 
standing may be to substantially lessen competition or tend to create a 
monopoly in any line of commerce. 


Scarcely less important is the exemption contained in Section 6, 
which provides that the labor of a human being is not to be considered 
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a commodity or article of commerce, and that nothing contained in the 
anti-trust laws shall be construed to forbid the existence of labor organi- 
zations or to forbid the individual members of such organizations from 
lawfully carrying out the legitimate objects thereof. This is the pro- 
vision for which the labor element has so long striven, and, vague as it 
is, they regard it as a great victory. A provision of the law likely to 
affect the banks of the country in an important way is that contained in 
Section 8, where it is specified that no person shall be at the same time 
a director or officer or employee of more than one bank, either of which 
has deposits, capital, surplus, and undivided profits aggregating more 
than $5,000,000. This is intended to terminate the so-called “inter- 
locking-directorate evil.’’ The act makes important changes in the 
existing legal mechanism for the enforcing of the anti-trust laws and 
under its terms there will be considerable and perhaps unavoidable 
innovations upon present methods of procedure. The most striking 
of these latter changes is that provided in Section 20, which reads as 
follows: 


That no restraining order or injunction shall be granted by any court of 
the United States, or a judge or the judges thereof, in any case between an 
employer and employees, or between employers and employees, or between 
employees, or between persons employed and persons seeking employment, 
involving, or growing out of, a dispute concerning terms or conditions of 


employment, unless necessary to prevent irreparable injury to property, or to 
a property right, of the party making the application, for which injury there 
is no adequate remedy at law, and such property or property right must be 
described with particularity in the application, which must be in writing and 
sworn to by the applicant or by his agent or attorney. 


WAR REVENUE TAX 


On October 22 President Wilson signed the war revenue act which 
originated as H.R. 18,891 and has been passing through the various 
legislative stages on its way to the statute books. The act is entitled 
“An act to increase the internal revenue and for other purposes.” It is 
in effect a renewal of the Spanish War revenue act and it is estimated 
that it will raise about $90,000,000. The new measure differs somewhat 
from the Spanish War act, in that it imposes taxes upon a few items that 
were not included in the former measure, while it withholds taxes upon 
several objects of taxation that were formerly included. But in the 
main, the two acts are closely similar. The reason for this “war” act 
is that, since the outbreak of the European war, there has been a very 
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marked falling-off in customs duties, owing to the fact that European 
countries were in no position to produce and ship goods, while on the 
other hand they ceased buying many American staples, among them 
cotton, so that the United States was suddenly deprived of the means 
of meeting its trade balance heretofore liquidated every autumn by heavy 
shipments of these articles. The almost complete collapse of the tariff 
as a revenue-producer was somewhat retarded by the fact that there 
were large quantities of goods in bonded warehouses which were gradually 
withdrawn and presented for the payment of duties, but this resource 
gradually faded out, and before the tariff revenues could reconstitute 
themselves in the natural course, it was found that the receipts of the 
Treasury were in a very much reduced state. This was exceptionally 
important because the Treasury relies largely upon customs payments 
for the gold with which it supplies the means for the redemption of 
greenbacks. The revenue question thus involved not only the matter 
of solvency on the part of the government but also that of the redeem- 
ability of the paper currency of the nation. The new war revenue act, 
as adopted, provides for a duty of $1.50 per barrel on beer in place of 
the former tax of $:, while wines, champagne, and other similar pro- 
ducts were given much higher rate= than those which have prevailed. 
Bankers are taxed in proportion to their capitalization, brokers at a fixed 
rate per annum, commercial and custom house brokers upon a similar 
fixed schedule, proprietors of theaters and other places of amusement 
upon a basis adjusted to receipts, tobacco dealers upon the volume of 
their annual sales, and manufacturers of tobacco upon a sliding scale 
based upon output. Adhesive stamps are to be used in the collection 
of stamp taxes levied upon bonds, debentures, legal instruments, certifi- 
cates of indebtedness, and other evidences of ownership of wealth in the 
form of instruments indicating the existence of debts. The act has been 
strongly resisted on the ground that, if the party now in control of the 
government were willing, it could save the amount of the sums to be 
raised by economies in administrative expenses. In consequence of 
such statements, reductions have been made in the river and harbor 
bill which was pending at the time of the outbreak of the war, as well as 
in other measures so far as was possible, while additional economies have 
been announced. The fact remains that federal expenses are at an 
extraordinarily high figure and show no signs of reduction—a condition 
which will apparently result in laying the party responsible for the 
so-called war revenue tax open to the charge that it has increased taxa- 
tion without being subjected to any actual necessity for so doing. 
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NUMBER OF INCOME TAX RETURNS 


The following table, prepared by the Treasury Department, shows 
the total number of income tax returns filed during the fiscal year of 
1914, Classified according to (zc amount of net income shown on the 
returns: 

Classification No. Returns 
$ 2,500.00 to $ 3,333. 
3,333-33 to 5,000. 
5,000.00 to 10,000. 
10,000. to 15,000. 
15,000.00 to 20,000. 
20,000. to 25,000. 
25,000. to 30,000. 
30,000.00 to 40,000. 
40,000.00 to 50,000. 
50,000.00 to 75,000. 
75,000.00 to 
100,000. to 
150,000.00 to 
200,000.00 to 
250,000.00 to 
300,000.00 to 
400,000.00 to 
500,000.00 to 
and over 


SSSSSSSSLLESLSLELEEB 


23,55t 357,598 





Married women rendering separate returns in- 
cluded above 


These returns for the first year of the operation of the new income 
tax law cover income for the ten months from March 1 to December 31, 


1913. 
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Recent Developments in China. Clark University Addresses, 1912. 
Edited by GEorGe H. BLAKESLEE. New York: G. E. Stech- 
ert, 1913. 8vo, pp. 11+413. $2.50 net. 

In this volume Professor Blakeslee has made available a third col- 
lection of addresses on Far Eastern politics. This number does for 
China essentially what Japan and Japanese-American Relations (1912) 
did for Japan. 

As is to be expected when the contributions of no less than twenty- 
three writers (most of them experts) are brought within a single cover, 
there is considerable variation in the character and the quality of the 
chapters. The reader should remember that when these addresses were 
prepared the Chinese republic had not yet been recognized, the “second 
revolution” had not taken place, the United States had not yet with- 
drawn from participation in the activities of the Six Power Loan Group, 
and the Five Power Loan had not been concluded. In referring to a 
few of the addresses, we shall follow what seems to us a more logical 
order than that in which they appear. 

Mr. J. S. Thompson, in the course of paragraphs some of which would 
do credit to the most involved and florid school of Chinese composition, 
contributes as an eyewitness a number of statements of fact which throw 
light on the personal equation and the force of foreign influence in bring- 
ing on the Chinese revolution. Had Mr. Thompson written a year 
later, his estimate of Dr. Sun Yat Sen would probably have been con- 
siderably modified. 

Mr. Y. S. Tsao’s address on the “Relation of Returned Students 
to the Chinese Revolution” traces the influence of Western teaching, 
literature, history, and biography. He explains “the causes and cir- 
cumstances which made the [Chinese] students in Japan so radically 
revolutionary,” and tells us why the same thing did not occur with the 
students in Europe and America. In discussing the “Moral and 
Spiritual Elements in the Chinese Revolution,” Rev. Charles L. Storrs 
lays emphasis upon “enlightenment, coming primarily through Western 
education”; “a new stirring and vigor of moral conscience”; a new 
“self-consciousness”’; patriotism, imagination, and self-control. Dr. 

gio 
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Edward W. Capen gives a clear-cut, admirably arranged discussion of 
“The Western Influence in China.” This is not alone retrospective, 
but is full of thoughtful suggestions for the future. 

Major L. L. Seaman pleaded eloquently for “Fair Play and the 
Recognition of the Chinese Republic.” Professor Hart, in a cool 
analysis of “The New Holy Alliance for China,” put forward a powerful 
argument in favor of the policy, subsequently followed by the Wilson- 
Bryan administration, of withdrawing the support of the United States 
government from the Six Power Loan. He attacked the policy of the 
powers in connection with that loan; he hoped for and predicted the fail- 
ure of the aims of this ‘“‘ New Holy Alliance.” Mr. Willard Straight, on 
the other hand, presented the historical reasons and the practical con- 
siderations which in his view justified the loan policy and American 
participation. Mr. Straight’s defense of the Taft-Knox “dollar diplom- 
acy” is right to the point, and his review as a whole of China’s loans 
and of the part which the United States has played in them is the best 
connected account with which we are acquainted. 

In Dr. Honda’s “ American and Japanese Diplomacy in China” we 
discover a perverted view of the intent and scope of the Monroe Doctrine 
and find proposed for the consideration of American diplomats a dilemma 
which does not exist (p. 179). This address is concluded with two curi- 
ously contradictory and suggestive sentences (p. 180). If we were to 
accept both, there would be no man and no nation, not even they them- 
selves, who could help the Chinese. 

President Eliot, in speaking of the “Means of Unifying China,” 
lays greatest emphasis upon the necessity for a strong central govern- 
ment. The Chinese must establish their own finances upon a firm basis. 
“Foreign advice is indispensable” but “it must be disinterested advice.” 
President Eliot errs, as do most visitors to China, in his impression as 
to the absence of accumulated wealth. If there were only some way of 
bringing it to light we would find that the Chinese have practiced 
“woolen stocking’? banking much as the world discovered in the 
seventies that the French had been doing. 

Dr. C. C. Wang emphasizes the responsibilities which the United 
States should accept in her China policy. ‘The United States has so 
committed herself and is so peculiarly related with China... . that 
the harm done the one is bound to be felt by the other sooner or 
later.” He believes there is every reason to expect our mutual trade 
to increase greatly. The reader may well turn next to Mr. B. Atwood 
Robinson’s discussion of “America’s Business Opportunity in China.” 
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Mr. Pobinson shows what our trade has been, and outlines the practical 
methods which should be followed by our business men and commercial 
enterprises to increase and extend that trade. For much of what he 
urges some of our consuls and diplomats have long been pleading, and 
if we expect to compete with German, Japanese, and British enterprise 
it will be necessary that we heed the advice of these keen observers. 

Dr. C. K. Edmunds gives an expert’s estimate of ‘“‘Some of China’s 
Physical Needs,” concluding, “‘the solution of Chinese physical prob- 
lems depends largely on education.” Mr. P. W. Kuo then tells of the 
“Effect of the Revolution upon the Educational System of China.”’ In 
reading his account it must be kept in mind that the plans of the govern- 
ment as he outlines them have up to date been paper plans only. 
There has been change after change in the Ministry of Education, and 
disorder and lack of funds have made it impossible for that board to 
accomplish anything satisfactory. On the other hand, education under 
the direction of missionaries has been making great strides, as the admi- 
rable survey, ‘““Some Recent Developments of Christian Education in 
China,” by Dr. J. Franklin Goucher, clearly shows. Dr. Charles W. 
Young’s address on “The Westernizing of Chinese Medical Practice” 
gives, in addition to an interesting study of Chinese medical methods, 
a most illuminating account of the work, especially in education, which 
is being done by foreign and Western-trained medical practitioners. 

Father Leo Desmet, in telling of the “Organization and Recent 
work of the Catholic Missions in China,” brings to our attention some 
facts which are little known in Protestant countries. One or two of 
Father Desmet’s observations with regard to the Chinese people are 
colored by the fact that he has viewed China with Mongolia in the fore- 
ground. His statement that in East Mongolia the sum of $6,000 is 
practically all that is received from outside sources for the support of 
“48 priests, 3 boarding-schools, 15 residences, 66 schools, and a number 
of catechists”’ might suggest a number of things to some of our mission 
boards. 

Professor F. W. Williams, in a rapidly running history of “The 
Manchu Conquest of China,” shows why the Mings fell and how and 
why the early Manchus succeeded. This sketch may well be read as 
an introduction to Messrs. Backhouse and Bland’s recently produced 
Annals and Memoirs of the Court of Peking. Mr. E. B. Drew presents 
an authoritative sketch of the life of Sir Robert Hart, containing a thor- 
oughly serviceable account of the genesis of the Imperial Maritime 
Customs Service. Miss Katherine Carr adds, in the course of an inti- 
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mate pen picture, to what we know of the character of the great Empress 
Dowager, Tse-Hsi. 

Mr. J. O. P. Bland is at his worst in discussing “The Opium Aboli- 
tion Question.” Students of contemporary Chinese politics are familiar 
with Mr. Bland’s chronic pessimism. It is unfortunate that a writer 
who does so well by certain subjects should also produce so much that 
evidences the cynical viewpoint and careless handling. The superficial- 
ity of certain of his contentions with regard to the subject in hand is 
exposed by some of the comments of other participants in the conference 
(see p. 210, n.; and p. 269). His adoption of Chekiang Province as a 
typical example of Chinese insincerity is decidedly damaging to his 
thesis, as the real history of opium suppression in that province 
shows. Chekiang was then almost, and is now entirely, free from 
opium production. The view that opium-smoking is a natural, appro- 
priate, and ineradicable habit among the Chinese is, of course, simply 
a matter of personal opinion. If Mr. Bland were more critical in 
his use of materials and less given to prejudices, the student and the 
statesman would be more inclined than now to accept his conclusions 
as authoritative. 

The value of these collections of Clark University Addresses would 
be increased if the editor would prepare or have prepared to accompany 
each group a general summary or critical analysis of the material pre- 
sented in the addresses which it includes. The indices might, too, be 
made more complete. Each of these volumes contains a wealth of 
excellent material, and it would be a great advantage to readers and 
students to have it made even more readily accessible. 


STANLEY K. HorNBECK 
UNIVERSITY OF WISCONSIN 


The Repayment of Local and Other Loans. Sinking Funds. By 
EDWARD HARTLEY TURNER. New York: The Ronald Press 
Co., 1913. 8vo, pp. xxvii+536. $6.00. 

The author, who was the British accounting expert for the National 
Civic Federation in the investigation, made some years ago, regarding 
the municipal and private ownership of public utilities, has produced a 
most convenient work for those having to do with the details of the 
mathematical calculations concerning sinking funds. The first section 
of the book, about one hundred pages, is devoted to the simple mathe- 
matical principles underlying all problems involving the compounding 
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of interest. These are reduced to what the author calls standard calcu- 
lation forms. In most of these he shows how to solve the problems by 
three different methods: by the algebraic formulae, by standard tables 
of compound interest, and by Thoman’s tables. It being necessary, in 
working out the solution by each of these methods, to use tables of loga- 
rithms, the author duly explains how such tables are manipulated. 

The second section discusses the three recognized methods of repay- 
ing public debts: by instalments, by an annuity, and by a sinking fund. 
This most clearly shows how far these three methods resemble one 
another, and in just what respects they differ. The following four sec- 
tions treat more specifically of the sinking fund, and deal respectively 
with problems having to do with the annual instalment, the annual 
increment, the rate of borrowing, and the life of the asset. As illustrat- 
ing the kind of problems treated there may be mentioned the following: 
the correction necessary when there is found to be a deficit in the sinking 
fund; the proper adjustment of a surplus; and the modifications neces- 
sary where the money borrowed is received in several instalments. In 
these sections, too, the principles are explained in clear fashion, easily 
to be understanded even by those inept in mathematics. 

The last two sections have to do with the equation of the period of 
repayment of loans payable at various dates which are required to be 
redeemed on one uniform date, and the adjustments of sinking funds 
thus made necessary. The problems here treated are, says the author, 
the most difficult of any relating to sinking funds, but they concern 
transactions unfamiliar to American finance, and hence are of little 
practical moment in this country. 

The work is to be highly commended as a convenient and relatively 
self-sufficient handbook for the use of officials calculating sinking-fund 
requirements. It is of especial value ia calling attention to the diffi- 
culties which arise in the process of accumulating a sinking fund, and in 
showing just what changes must be made in annual charges in order to 
correct past, and to prevent future, inaccuracies. It is strong, too, in 
the emphasis on the question of equity as between successive bodies 
of taxpayers. 

To the economist, however, the work is disappointing, in that it is 
limited too closely to the purely mathematical considerations. One 
would expect, from the title, some more satisfying discussion of the policy 
of sinking funds, some statistical treatment of the results in the practical 
administration of such funds. Thus the desirability of investing a sink- 
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ing fund in the issue of bonds which are to be paid by the fund is not 
discussed; it seems to be assumed that such a practice, being in England 
legally permissible, is virtually equivalent to making outside invest- 
ments. But, in some circumstances it might make considerable differ- 
ence to the holders of outstanding bonds whether one or the other policy 
had been followed. Thus, assuming a concern with assets worth 
$200,000 and a debt of $100,000, the bondholders have an initial margin 
of roo per cent. If the original assets remain unimpaired, the accumula- 
tion of a sinking fund of $50,000 would, if the fund were invested in 
outside securities, give a margin to the bondholders of 150 per cent; 
but if the sinking fund were invested in the bonds themselves the margin 
to the holders of outstanding bonds would be increased to 300 per cent. 
In this case, then, outstanding creditors would be benefited by the policy 
of investing in the company’s own bonds, a distinction not always 
observed by those writing on corporation finance. But, on the contrary, 
assuming that the original assets had become of no value, the invest- 
ment of the sinking fund in outside securities would protect all bond- 
holders to the extent of 50 per cent, while an investment in the bonds 
of the company would leave the then bondholders with no resources to 
protect their holdings. It is not, therefore, a matter of indifference 
which policy is followed, and a thoroughgoing treatment of such matters 
would be highly valuable. 

On the vexed matter of the relative desirability of paying off bonds 
by instalments and the accumulation of a sinking fund, the author is 
again unsatisfactory. He states that “the accumulating sinking-fund 
method is by far the best.” But the argument leading to this statement 
is brief and by no means conclusive. He seems to base it on two features 
of the sinking fund—that it bears equally upon each year, and that “‘it 
is at once more convenient and more equitable” to the investor. But 
surely the question of equity to the investor does not enter into the 
problem. Each bond ina serial issue presumably represents an equitable 
contract between lender and borrower. The real point at issue is whether 
the inconvenience of a serial issue results in such an increase in the net 
rate of interest paid by the borrower as to make it so expensive as to 
more than offset possible losses through malversation or unwise invest- 
ment of the sinking fund. This subject is worthy of serious treatment, 
but is jauntily waived by the author. 

It is, however, perhaps ungenerous to criticize an excellent work 
because it is not something else than it professes to be. The author 
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has prepared a useful and much-needed handbook, showing the mathe- 
matical principles which cannot be escaped in dealing with a sinking 
fund. For that he deserves the gratitude of all interested in municipal 


finance. 
HENRY RAND HATFIELD 
UNIVERSITY OF CALIFORNIA 


Maritime Enterprise, 1485-1558. By JAMES A. WILLIAMSON. 
Oxford: Clarendon Press, 1913. 8vo, pp. 416. $4.75 net. 

The subject of this book, which had better have been called English 
Maritime Enterprise, embraces both English discovery and English 
trade overseas during the period from the accession of Henry VII to 
the death of Mary. Mr. Williamson, though he has mingled these matters 
in his arrangement, has divided his attention about equally between 
them. In discussing English discovery he begins naturally with the 
Cabot voyages, to which he devotes rather more space than the subject 
would seem to merit. There is no particular reason why the evidence 
for these voyages should have been set forth again in full. It has been 
printed many times already, last of all by Mr. Biggar in his excellent 
collection of sources on the Precursors of Jacques Cartier. The account 
of John Cabot’s two voyages adds little or nothing to what Harisse has 
already written on the subject. Following Winship, Mr. Williamson 
argues in favor of a third voyage under Sebastizn Cabot, but the evidence 
for this is too meager to be very convincing. The chapters which deal 
with the further voyages and projects of discovery and colonization 
under Henry VII and Henry VIII are distinctly good. Mr. Williamson 
has unearthed some new facts about Thomas Spert which dispose pretty 
conclusively of Richard Eden’s story of a projected voyage to the North- 
west in 1516 or, at any rate, of Spert’s part in it. On Thorne’s scheme 
and Rut’s and Hore’s and Hawkins’ voyages the book follows well- 
beaten paths, though it makes some necessary corrections in the account 
of the Thorne family as printed in the Dictionary of National Biography 
and contributes some interesting details upon the later life of the elder 
Hawkins. 

A separate chapter, devoted to the African voyages under Edward 
and Mary, deals with the English trading ventures of that period, both 
to the Atlantic coast of Barbary and to the Guinea coast. The narratives 
of the voyages themselves are based almost entirely upon Hakluyt’s 
accounts. The most interesting and the newest part of the chapter 
deals with the efforts on the part of Philip II of Spain to prevent these 
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English infringements upon the Portuguese monopoly of the African 
coast trade. Philip succeeded in getting from his English wife and her 
Council an official prohibition of the trade, but apparently the English 
government had no serious intention of enforcing it. At any rate the 
trade continued to furnish a bone of contention between England and 
Portugal long after Mary’s death. 

The part of the book which deals with English trade is distinctly 
disappointing. English writers have generally avoided this subject, 
although, by a curious coincidence, another Englishman, also named 
Williamson, adventured into the field with a Stanhope Prize Essay some 
thirty years ago. Schanz’s Englische Handelspolitik gegen Ende des 
Mittelalters, now over a quarter of a century old, still remains the only 
full account of early Tudor commerce. Some important contributions 
to special phases of the subject have, however, been made since, notably 
that of Dr. Schulz on the Hansa trade, that of Miss Jenckes on the 
Merchants of the Staple, and that of Professor Lingelbach on the 
Merchant Adventurers. Mr. Williamson has leaned heavily on Schanz, 
but his neglect of the more recent monographs detracts very consider- 
ably from the value of his chapters on trade. In general he takes the 
view that both the English sovereigns and the English people were 
already, at the beginning of the Tudor period, agreed upon the policy 
of developing for English shipping a monopoly of the English carrying 
trade. One wonders why, if this was the case, the Hansa merchants 
were permitted to retain their position and even to increase their English 
trade during the first half of the sixteenth century. The fact of the 
matter probably was, as Schulz has pointed out, that the English had 
not yet developed their mercantile marine to a point at which they could 
afford to dispense with foreign carriers. The Merchant Adventurers 
of course were interested in destroying the trade of their German rivals, 
but it is a mistake to suppose that the welfare of this handful of English 
shippers was generally recognized at the time as synonymous with that 
of England at large. There was far more capital involved in the manu- 
facture of cloth than in its transportation overseas, and the English 
weaver was far more interested in having plenty of ships to carry his 
goods than he was in developing English shipping. Like most English 
historians of English commerce, Mr. Williamson reads back into the 
sixteenth century a navigation policy which, if not inaugurated, was 
at any rate for the first time consistently developed, in the seventeenth 
century. Tudor monarchs were on the whole far more careful of the 
interests of the English weaver than of the English shipowner, and their 
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attitude toward the Hansa league was never persistently hostile. The 
whole problem was indeed a difficult one for them to solve. They 
naturally wished to develop the English mercantile marine because the 
strength of the English navy in large measure depended upon it. On 
the other hand, they did not wish to take measures opposed to the para- 
mount interests of the English cloth-weavers nor did they wish to dimin- 
ish their customs revenues by reducing the bulk of trade which an attack 
upon the Hansa was bound to do. Hence their policy in trade as in 
most things else was never consistent, but fluctuated this way and that 
as the various considerations involved gained or lost weight with them. 
Henry VII was not nearly so hostile to the Hansa as he usually has been 
represented to have been. Henry VIII on the whole favored them. 
In spite of Mr. Williamson’s denunciation of Wolsey’s policy as mediae- 
val, Schulz has made it quite clear that Wolsey was the chief opponent 
of the Hansa at the English court during the first quarter of the sixteenth 
century and so, in his trade policy at least, was more modern than his 
master. Furthermore, it is wrong to say that the Hansa were finally 
expelled from England in 1598. They were re-established at the Steel- 
yard under James I and, as Professor Brinckmann has pointed out, had 
an interesting history in England during a large part of the seventeenth 
century. 

One of the most interesting and most original parts of Mr. William- 
son’s contributions to this subject of trade is his passage on Spanish 
trade. This topic has heretofore been virtually neglected, in spite of 
the fact that there is a considerable amount of material upon it 
easily available. It is unfortunate that he has not been equally atten- 
tive to the English trade with the Netherlands and with France. When 
one considers the importance of it, amazingly little has been written 
on the trade relations between the English and the Dutch in the sixteenth 
century. Schanz and Busch after him have done something for the 
early Tudors; Ehrenberg, Brugmans, and de Lintum, something for the 
latter part of the century; but much still remained for Mr. Williamson 
to do which he has left undone. The same thing is even more true of 
French trade, where the darkness is still thicker and where even a tallow 
dip would have been welcome. 

The book as a whole will be of some service, particularly to readers 
whose German is not adequate to carry them through Schanz, but it 
contains little that is new, and by reason of its neglect of recent mono- 
graphs it does not even adequately summarize what is already in print. 
As a positive contribution to the subject it is disappointing, to say the 
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least. Although it makes some pretentions to original research it reveals 
a very slight acquaintance with unprinted material. Mr. Williamson 
has made some use of unpublished documents in English archives but his 
acquaintance with foreign archives seems practically limited to such 
fragments from them as Schanz saw fit to print thirty years ago. Schulz 
has demonstrated how essential a study of the German archives, par- 
ticularly those of Cologne, is to a proper understanding of English trade 
relations with Germany, and there can be little doubt that the Dutch and 
French archives would have amply repaid investigation. Mr. William- 
son, either from lack of opportunity or from that obstinate insularity 
which still, unfortunately, characterizes too many English historians, 
has been content to accept the English view of the matter. His conclu- 
sions are therefore not likely to carry great weight with serious students. 

The letter-press of the book is excellent and the illustrations posi- 
tive contributions to the subject. Several contemporary maps and 
contemporary pictures of sixteenth-century ships have been admirably 
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A Model Housing Law. By LAWRENCE VEILLER. New York: 
Survey Associates, Inc., 1914. 8vo, pp. vilit+343. $2.00. 


This book is an extension of A Model Tenement House Law. It 
contains an interesting, though not universally accepted, outline of how 
to secure housing reform; a comparison of codes, tenement-house laws, 
and housing laws; directions as to how to use the text; and a sample 
law, with useful notes on the various sections. 

Mr. Veiller has rendered a distinct service in preparing a sample law 
which is properly classified and co-ordinated. The articles—General 
Provisions, Dwellings Hereafter Erected (light and ventilation, sani- 
tation, fire protection), Alterations, Maintenance, Improvements, 
Requirements, and Remedies—are in arrangement a distinct advance 
over the hodgepodge usually found. Anyone preparing a law cannot 
do better than to follow this arrangement. There are minor defects and 
it should not be followed without careful study, but its use will enor- 
mously simplify the work of preparing a local law. Laws of this kind 
are essentially a new venture in this country and yet this book carries 
the beginner far on the road toward a satisfactory conclusion. 

It is with Mr. Veiller’s thesis in his first chapter, ‘Housing Reform 
through Legislation,” that many will have to take exception. But 
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even here his work is more useful than he is willing to admit. He says: 
“To the social reformer who believes that the solution of the housing 
problem is to be found in a change in methods of taxation or in a new 
industrial era this book will have but little interest.” There is a large 
and rapidly growing school of thinkers who believe housing reform to be 
fundamental, but who think the housing problem is both a result and 
a cause of other problems, and who therefore want to solve the probiems 
producing the housing problem, and to solve the housing problem to 
get at its results. 

All such people desire housing legislation and they will find Mr. 
Veiller’s book helpful, very helpful. But they see the need for other 
things than he suggests. To stop with housing iegislation alone will 
result in materially increasing the cost of homes, although naturally 
improving their quality. And legislation alone does not guarantee a 
sufficient number of homes. There are certain economic laws, as pointed 
out by Mr. John Nettlefold in Practical Town Planning, which must be 
recognized. Mr. Nettlefold says that certain legislative acts can easily 
contravene economic laws and thereby hinder progress instead of helping 
it. All housing reformers must use Mr. Veiller’s book, but they must 
also consider the co-ordinate problems of taxation, assessing, planning, 
transportation, improvements, immigration, wages, labor, industry, 
privilege. 

Mr. Veiller’s sample law will therefore be universally useful, but his 
general statements will have to be considered as from one somewhat 


too deeply immersed in his own specialty. 
Epwarp T. HARTMAN 
Boston, Mass. 


A History of Emigration from the United Kingdom to North America, 
1763-1912. By StantEy C. Jonunson. New York: E. P. 
Dutton & Co., 1914. 8vo, pp. xvi+387. $2.00 net. 

From the viewpoint of the patriotic American, the present immigrant 
isa problem. The demand for the immigrant to aid in the development 
of our resources is not so insistent as it was formerly. The pronounced 
change in the character of immigration since 1885 has aroused solicitude 
for the maintenance of our standards of living and economic prosperity. 
The Slav and the South Italian are not welcomed as cordially as the 
Teuton and the Briton were. It is complained that the new immigrants 
bring too small a contribution to our national wealth; that they send too 
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large a share of their earnings home to increase the economic well-being 
of alien countries; that they are more illiterate and that they furnish more 
criminals, degenerates, and paupers and are more likely to become public 
charges than either the early settlers or the older immigrants: and that 
they segregate themselves in their own colonies and remain so aloof 
from American institutions that their complete Americanization will be 
very difficult, if not impossible. The literacy test, an increase of the 
head tax, and a stricter enforcement of the laws providing for the exclu- 
sion of the physically unfit, are all urged as means of shutting out the 
less desirable elements and of securing the best class of those applying 
for admission to the United States. 

This monograph reveals to the American reader the opposite un- 
familiar side of the immigration movement. For a nation from which 
has come a body of immigrants, highly desirable to the United States 
because of their close relationship to Americans and because of the pres- 
ence of a large number of skilled workmen among them, emigration has 
not been an unmixed blessing. Not only the cost of rearing the emi- 
grants to the age of greatest productivity, for which no return is made 
to the mother-country, not only the loss of the considerable sums which 
emigrants take with them on their departure is to be deplored, but the 
selection of the best manhood of Great Britain by the restrictive immi- 
gration laws of the United States and Canada cannot be regarded by the 
loyal Brito.. other than as a cause for the decline in the quality of the 
native stock. The advantage gained by the deportation of paupers 
and criminals to the United States and British North America, a prac- 
tice which was encouraged by the parishes during the early period of 
emigration to America, and the financial gain which accrues to England 
from the transmission of the earnings of the emigrants to relatives at 
home, are not sufficient, in the author’s opinion, to offset this unfavor- 
able balance. Every means should therefore be taken, not only to direct 
emigrants to British colonies, but to promote a stronger feeling of 
responsibility on the part of the colonists to contribute to the support 
of the British army and navy, that the entire British Empire may 
become a national unit in defense. 

Other aspects of the subject of emigration, such as the causes of 
emigration, the problem of assisted emigration, the transportation of 
emigrants, colonization schemes, immigration restriction, the prob- 
lems of emigration, and the emigration of women and children, are 
systematically and logically treated in this book. The author’s style is 
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entertaining; he has an able command over his material and discrimina- 
tion in its selection and arrangement. This work is a needed comple- 
ment to the existing volumes on immigration to the United States. 


Homer Hoyt 
UNIVERSITY OF CHICAGO 


Modern Industry in Relation to the Family, Health, Education, Morality. 
By FLorence Ketiey. New York: Longmans, Green & Co., 
1914. 1I2M0, pp. 147. $1.00. 

This volume contains in revised form four lectures delivered by the author 
at Teachers College, Columbia University, in 1913. 

The discussion of Modern Industry and the Family illustrates some of the 
forms of pressure exerted by industry on the family and its elements. The 
American ideal of the home includes the father as breadwinner, the mother 
as homemaker, and the children, at play or school, incidentally acquiring the 
industrial, moral, and religious training of their parents. Industry tends to 
disintegrate the family. Broken-down health leads to celibacy. The same 
result follows the isolation of men employed as sailors, commercial travelers, 
railway employees, floating agricultural workers, night workers, and in other 
ways. Attention is called to the effects of the death of the breadwinners, 
the broken-down health of mothers, the withdrawal of children from homes, 
the ill-housing of workmen’s families, the tenement as a breeding-place for 
tuberculosis and social diseases, the tardiness that attends reform in the states, 
and the regenerative power of the ballot in the hands of women. 

In considering the relation of Modern Industry to Health the author finds 
opposing forces. The wealth produced in great abundance is a veritable 
arsenal for combating diseases, but modern industry has among its by-products 
many avoidable diseases and premature deaths. The states have failed to 
take precautionary measures for the preservation of the health of the various 
classes, especially of women and children. Among the agents of ill health 
are cold, heat, insufficient light, speeding, standing, bad air, dampness, and 
poisonous materials. 

As regards Modern Industry and Education the point is made that in 
education we did not have a national ideal to start with corresponding to our 
ideal of the family. We are approaching an ideal, which our lavishly abundant 
resources will enable us to attain. We are committed to universal education, 
but we let industry call a million children each year from the elementary 
classroom. Among recent changes is the popularizing of education in relation 
to industry. We still lack the new science of industrial hygiene. We still 
leave the consumer uninformed as to his power over harmful practices in indus- 
try. Facts in regard to these matters are the direst need of working-class chil- 
dren, who should be taught the dangers of various industries. 
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The chapter on Modern Industry and Morality opens with a summary 
of the recent advance in governmental ownership of public utilities and sug- 
gests that we are being driven toward public ownership of railroads by the 
incompetency and dishonesty of private management. Laissez-faire has in 
modern times developed a disregard of the manhood, womanhood, and child- 
hood of the workers and a lack of moral responsibility for the consumer. The 
corporate form results in a lack of scruple on the part of the employer. Caveat 
emptor is more applicable today than ever before. The federal pure food law 
attests this. It is not big business alone that is industrially immoral; small 
business is actuated by exactly the same motive for exploitation. For relief 
we must accept service and not profit as the ideal. To attain that ideal we 
must look to co-operation and teaching. 


The Political and Sectional Influence of the Public Lands, 1828-1842. 
By Raynor G. WELLINGTON. Boston: Riverside Press, 1914. 
8vo, pp. 131. $1.00. 

This volume endeavors to interpret the influence of the vast public domain 
of the United States on the conflicting economic interests of the Northeast, 
South, and West. To this end the author traces carefully the courses of the 
various bills presented in Congress with respect to these lands, noting care- 
fully the particular motive that prompted each proposition and the considera- 
tions that determined its fate. Incidentally it becomes clear how the political 
careers of Clay, Calhoun, and others were affected by the existence of this 
domain and the issues it called forth. 

The North generally stood for distribution of the proceeds of the public 
lands with the idea secretly in mind that this would aid in the maintenance of a 
high tariff. The South desired low tariff and the West cheap or free lands. 
So in the period from 1830 to 1832 we find the South and the West united 
against the Northeast. The net outcome of conflicting interests was a series 
of political alliances and bargainings by which the Northeast and South were 
in 1842 left about where they were in 1830 and the West with permanent 
pre-emption. An unusually clear setting is given to the history of internal 
improvements, the independent treasury, and other questions of the period. 
The author clarifies many points that are frequently obscure to the ordinary 
reader of American history. The volume grew out of seminar work done in 
the University of Wisconsin and at Cambridge. 


The Deaf: Their Position in Society and the Provision for Their Education 
in the United States. By Harry Best. New York: Thomas Y. 
Crowell Co., 1914. 12mo, pp. xviii+340. $2.00. 

This book attempts a comprehensive account of the treatment of the 
deaf in the United States, their position in society, and the provisions that have 
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been made for their education. Mr. Best first considers the extent of deafness 
in the United States, its causes and possible methods of prevention, basing his 
discussion largely on the returns of the United States census. He goes on to 
emphasize the fact that the deaf as a class, although socially isolated, are 
economically independent. Considerably more than half of the volume he 
gives to an account of the provisions for the education of the deaf in the United 
States, with a detailed discussion of the organization of the schools in the 
various states, of their cost to the public, and of the methods of instruction 
used. Although dedicated “to the deaf of the land and to those who love 
them,” the book is too lacking in life and color to make new friends for that 
handicapped class, and it impresses one as being hardly authoritative enough 
to be of great value to those already informed on the subject with which it 
deals. 


Labor Camps in Wisconsin. A Report of the Industrial Commission 
of Wisconsin. Madison, 1914. Pamphlet, pp. 48. 


In compliance with the authority granted it “to publish any contracts of 
employment which it had reason to believe were unfair or unjust,” the Wis- 
consin Industrial Commission has made public the results of an investigation 
into living conditions in labor camps throughout the state. Conditions were 
found to be least bad in the lumber camps and in some others that were not 
given over to contractors, but where the right to board an«: lodge the men was 
contracted out, a large proportion of the men’s wages was expended in return 
for miserably poor food and accommodations. The immediate dangers from 
disease to the men themselves are most strongly shown by the descriptions of 
camp conditions, but the ultimate purpose of the report is to reveal the danger 
to the general public from the spread of disease as the men leave the camps 
and come to the cities and general hospitals. That such danger is in large 
part preventable by adequate legislation and inspection is the conclusion of the 
report, especially in view of the results already attained in Canada, in New 
York, and in the United States Reclamation Service. 


The New Politics. By Wi1tt1AM Garrott Brown. Boston: Houghton 
Mifflin Co., 1914. 8vo, pp. 235. $1.75. 


There are grouped together in this volume a number of articles by the 
late William Garrott Brown, all dealing with the great problems now confront- 
ing our country, especially the subtle forces warring against American democ- 
racy. The grave dangers ahead, the big tasks at hand, the writer has set forth 
with singular keenness and lucidity; yet he wills the best and dares to hope 
for the ultimate triumph of American ideals. An unusual gift of expression 
will help to preserve these interpretations of the present critical period of 
American history and to disseminate their spirit of thoughtful patriotism. 














